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FINANCIAL HIGHLIGHTS

(Dollars in Thousands, Except per Share Data)

Operating Performance: 2001 2000 1999 1998 1997
Net [ncome $ 32,602 $ 38,476 $ 29,988 $ 28,142 $ 25,946
Earnings per Share (Basic) 2.79 3.33 241 2.00 1.90
Earnings per Share (Diluted) 2.78 3.26 2.37 1.96 1.84
Cash Dividends Declared per Share 0.48 0.39 0.33 0.30 0.24
Return on Average Assets 1.54% 2.01% 1.75% 1.76% 1.82%
Return on Average Stockholders’ Equity 16.05% 24.80% 20.48% 17.59% 20.03%

Year-End Totals:

Total Assets $2,367,243 $1,969,109 $1,744,200 $1,680,824 $1,509,437
Total Deposits 1,827,927 1,674,569 1,490,811 1,380,903 1,291,832
Loans and Leases, Net 1,101,633 945,512 902,000 763,650 617,605
Stockholders’ Equity 206,318 187,782 133,038 163,030 146,323
Book Value per Share 17.98 16.25 11.55 11.89 10.46

Per share data are adjusted to reflect the 2-for-1 stock split to shareholders of record on April 30, 1998.

1st 2nd 3rd 4th
2001 Stock Prices Quarter Quarter Quarter Quarter
High $38.38 $29.53 $35.06 $30.37
Low $24.88 $23.55 $§25.52 $26.35

The common stock of the Company has been traded in the Nasdaq National Market® under the symbol “GBCB” since November 24, 1987.

TOTAL ASSETS TOTAL DEPOSITS NET LOANS AND LEASES NET INCOME
($ IN BILLIONS) ($ IN BILLIONS) ($ IN BILLIONS) ($ IN MILLIONS)
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CORPORATE PROFILE

GBC BANCORP IS THE PARENT COMPANY OF GENERAL BANK. GENERAL
BANK'S ORIGINS BEGAN IN LOS ANGELES IN 1980. THE BANK WAS ESTAB-
LISHED ORIGINALLY TO SERVE THE BANKING AND FINANCIAL NEEDS OF
TAIWANESE AND OTHER ASIAN IMMIGRANTS ESTABLISHING BUSINESSES
IN THE UNITED STATES. THE FOUNDERS ENVISIONED A NEED FOR A BANK
THAT COULD PROVIDE THESE NEW IMMIGRANTS WITH THE BANKING
PRODUCTS THAT WERE NEEDED TO BE SUCCESSFUL IN THEIR NEW ENVI-
RONMENT, BUT PRODUCTS NOT PROVIDED FOR BY MAINSTREAM BANKS.

THE CONCEPT WAS SUCCESSFUL FROM THE START. GROWTH IN THE BANK,
DURING ITS EARLY YEARS, WAS STRONG WITH ASSETS EXCEEDING $100
MILLION AFTER ONLY THE FIRST YEAR. OVER THE YEARS GENERAL BANK
HAS DEVELOPED AN EXPERTISE IN INTERNATIONAL TRADE FINANCE,
SMALL BUSINESS LOANS, COMMERCIAL REAL ESTATE AND CONSTRUCTION
LENDING ACTIVITIES AND RETAIL BRANCH DEPOSIT PRODUCTS. TODAY,
GENERAL BANK HAS EVOLVED INTC A FULL SERVICE COMMERCIAL BANK-
ING OPERATION, PROVIDING BOTH TRADITIONAL BANKING PRODUCTS
AND VERY SOPHISTICATED BANKING PRODUCTS SUCH AS HIGH TECH
LENDING, NON-BANK INVESTMENT VEHICLES, INTERNET BANKING, AND
CASH MANAGEMENT SERVICES. WITH TOTAL ASSETS EXCEEDING $2.3 BIL-
LION, GENERAL BANK IS THE SIXTH LARGEST BANK BASED IN LOS
ANGELES, ACCORDING TO THE LOS ANGELES BUSINESS JOURNAL'S
AUGUST 25, 2001 REPQRT.

WHILE GENERAL BANK CONTINUES TO FOCUS ON SERVING THE FINAN-
CIAL NEEDS OF THE ASIAN-AMERICAN COMMUNITY, IT HAS PENETRATED
MANY MAINSTREAM MARKETS IN REAL ESTATE, HIGH TECH AND COMMER-
CIAL LENDING. TODAY, THE BANK HAS BRANCHES IN CALIFORNIA,
WASHINGTON STATE, AND MASSACHUSETTS, AS WELL AS A LOAN PRO-
DUCTION OFFICE IN NEW YORK CITY. THE BANK IS DEEPLY ROOTED IN
THE BELIEF THAT EXCELLENT CUSTOMER SERVICE AND TRULY PERSONAL
ATTENTION WILL APPEAL TO ALL PEOPLE SEEKING A FRIENDLY AND PRO-
FESSIONAL BANKING RELATIONSHIP.

THROUGH THE SUCCESS OF THE BANK, GBC BANCORP HAS BECOME ONE
OF THE BEST PERFORMING FINANCIAL INSTITUTIONS IN CALIFORNIA
AND THE NATION, AS IT HAS EMPHASIZED STRONG EARNINGS, PRUDENT
EXPENSE CONTROL AND DEDICATED RISK MANAGEMENT. INDEED, IN ITS
TWENTY-ONE YEAR HISTORY, THE BANK HAS BEEN RANKED A TOP PER-
FORMER IN THE AREAS OF GROWTH, EARNINGS, COST CONTROL AND
EFFICIENCY NUMEROUS TIMES BY DIFFERENT REPUTABLE TRADE PUBLI-
CATIONS AND THE GENERAL MEDIA, SUCH AS FORBES, U.S. BANKER, THE
ECONOMIST, CALIFORNIA BANKER AND THE LOS ANGELES TIMES.

With the increased globalization of the world

economy, we expect international trade activi-

ties to increase, and more venture capital
investments to become global. Our experience,
expertise and connections have prepared us
well to benefit from this economic trend.

— Li-Pei Wu
Chairman of the Board

MISSION STATEMENT

QUR MISSION IS TO MAXIMIZE SHARE-
HOLDER VALUE BY BEING THE CHAMPION
IN PROVIDING QUALITY, TAILOR-MADE
FINANCIAL SERVICES TO OQUR CUSTOMERS,
AS WELL AS FOSTERING A POSITIVE, NURTUR-
ING ENVIRONMENT FOR OUR EMPLOYEES,
AND DEMONSTRATING RESPONSIBLE CITI-

ZENSHIP TO OUR COMMUNITIES.
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DEAR FELLOW SHAREHOLDERS,

It is a pleasure to report to you that GBC Bancorp is continuing to
expand on its 21-year track record of solid and consistent performance.
While the economic environment in 2001 was clearly challenging,
we continued to generate solid profits while solidifying our position
as the bank of choice amongst the Asian-American population.

Challenging, but Improving Operating Environment

The eleven interest rate reductions by the Fed in 2001, which
reduced rates by 475 basis points to a 40-year low, impacted our
earnings potential in 2001. In addition to the extremely low interest
rate environment, the weak business climate adversely impacted the
financial conditions of certain clients and, therefore, negatively
impacted our credit quality. As a result, we recorded a $20.1 million
provision for credit losses during the year. A provision of this size
for GBC is an aberration and we expect to take declining levels of
provisions as the economy recovers in 2002.

GBC Continues to Achieve Strong and Consistent Performance
Despite these challenges in the larger environment, which are
already beginning to diminish, for 2001 GBC was able to:

» Achieve net income of $32.6 million, or $2.78 diluted earnings
per share;

* Increase total assets to a record $2.4 billion;

* Increase total deposits to a record $1.8 billion;

+ Continue to achieve a lower efficiency ratio than our peers at 36.0%.

Some additional highlights of 2001 included:

s Acquisition of Liberty Bank and Trust Company of Boston
GBC is continuing to expand geographically in an effort to capi-
talize on other strong Asian-American markets across the nation.
As part of this strategy, in 2001 the Company, through General
Bank, announced to acquire Liberty Bank and Trust Company of
Boston. This acquisition coupled with our loan production office
in New York will further strengthen GBC’ presence on the East
Coast. Consistent with our acquisition criteria, this transaction,
which has been completed on February 28, 2002, is expected to
be immediately accretive to GBC’ earnings.

+ Opening of our Aliso Viejo Branch
General Bank opened its 19th branch in Aliso Viejo, California in
July 2001. The branch, strategically located in a rapidly growing
region for technology businesses in Orange County, further expands
the Bank’s presence in the high-technology lending market.

+ Investments in Our Infrastructure

In an effort to solidify and expand on our leadership position in
operational efficiency, in 2001 we continued to invest in new
technologies and strengthen our infrastructure, so to maximize
efficiency and enhance customer service. For example, in 2001
we completed the installation of a state-of-the-art international
trade finance system. The system not only streamlines the back-
end processing of international banking services, but also expands
our capability in meeting the increasingly sophisticated needs of
our international trade customers,

» GBC Named as Most Profitable Bank by U.S. Banker

According to U.S. Banker's July 2001 report, GBC Bancorp was
ranked as the most profitable banking company in the U.S., based

on return on average equity and per-share earnings growth for the
one-year and five-year categories, and second most profitable for
the three-year category, among banking companies with assets
ranging between $1.12 billion and $2 billion.

< Ranked as the Second Largest Financier and Processor of

California Imports

General Bank’s leadership and expertise in servicing international
transactions was once again evident by the heavy volume of cases
it processes. According to statistics compiled in 2001 by Trade
Intelligence, for 1999 and 2000 the Bank ranked number two in
the number of import consignments financed by banks in
California, second only to global banking giants.

Our accomplishments in 2001 were possible by remaining focused
on the following core competencies that have built our franchise:

* Our niche business of commercial lending within Asian-
American communities;

» Providing specialized and personal service that promotes long-
term relationships;

» Controlling expenses and risk;

+ Utilizing technology to increase efficiencies throughout the
organization.

Looking Ahead

We have demonstrated our ability to consistently grow our business
over a 21-year period while managing the bank through periods of
volatile economic conditions. Looking ahead, we believe GBC has
a significant opportunity to maximize its earnings potential and to
fulfill our vision of solidifying GBC’ leadership position amongst
banks that cater to the Asian-American markets.

To deliver on this vision, we will be focusing on the following
strategic growth initiatives in 2002:

» Further penetrating the Taiwanese/Chinese-American customer
base in California;

¢ Increasing our international trade financing business;

e Expanding our real estate and construction lending business;

» Growing our technology-related lending;

° Diversifying into other ethnic and geographic markets, utilizing
GBC'’s proven business model.

Focus on Enhancing Shareholder Value

We believe the successful execution of the growth strategies we
have outlined for 2002, coupled with the strength in our core busi-
nesses, will enable us to deliver on our overriding mission, which is
to enhance shareholder value.

In recognition of the long-term value of our franchise, our Board
authorized a stock repurchase program in 2001 of up to 500,000
shares of common stock, of which 403,000 shares have been pur-
chased under this program as of December 31, 2001. In addition,
we also announced an additional 300,000 share repurchase program
following the completion of the existing program.

We thank our customers, employees and shareholders for your con-
tinued support and look forward to delivering an outstanding year
of growth across all areas in 2002.

SINCEREL

Li-Pei Wu
Chairman of the Board Pr
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BUSINESS BANKING

Trade Finance

Over the years, General Bank has developed an expertise
and leadership position in tinancing international trade.
According to statisties compiled in 2001 by Trade
Intelligence, tor two consecutive vears (1999 and 2000) the
Bank ranked number two in the number of import con-
signiments financed by banks in California, second only to a
global banking giant (Wells Fargo Bank in 1999, and Bank

of America in 2000).

This traditional bank product line will remain a key area of
tocus. The Bank provides credit lines for importers and
exporters. This continues to be a major market for the Bank’s
traditional Asian customer base, as many billions of dollars in
merchandise are imported annually from such Asian coun-
tries or regions as China, Korea, Taiwan, Hong Kong,
Thailand and others through ports in Southern California.

Furthermore, the Bank will initiate a strong entry into pro-
viding export finance facilities to complement its strong
position 1n import related finance. Such financing will
often be structured in conjunction with programs to sup-
port political and credit risk provided by the Export Import
Bank of the US, the SBA, California Export Finance Office

as well as private insurers.

International Banking Services

The Bank will continue to build its traditional import letter
of credit and foreign remittance related business, while at the
same time developing export related advising and negotiation
activity, as well as constantly upgrading our service plat-
forms, so to further automate work processes and enhance

customer service.

As an example, in 2001 we completed the installation of a
state-of-the-art international trade electronic data process-
ing system. The system not only streamlines the back-end
processing of international banking services, but also pro-
vides the potental of expanding our capability in meeting
the increasingly sophisticated needs of our international
trade customers, such as on-line application of letters of
credits. The system will most definitely benefit our new
business efforts in the fucure.

To further enhance fee income for Asian bound import let-
ters of credit, and to streamline the document checking and
negotiation process at the local level, the Bank recently
established, in alliance with a global financial institution, a
Hong Kong-based letter of credit reissuing faciliry.

Real Estate Lending

The Bank will continue to seek high quality commercial
real estate loan transactions with strong collateral and cash
flow coverage and will emphasize the expansion of its owner
occupied commercial real estate loan portfolio. It will also

continue to increase its 1-4 family real estate construction

loan origination efforts.

The Bank will initiate the origination of mid-market multi-
family construction, construction wrap (construction and

take-out) and mini-perm financings.

High Tech Lending

Since 1995, the Bank has had a positive experience in pro-
viding commercial credit facilities to high tech firms that
are backed financially by known reputable venture capital
investors. Largely due to the conservative approach the
Bank has taken to this market, the Bank’s experience with
the high tech market continues to be positive, even during

the recent downturn in the technology markets.

In the course of financing high tech companies, the Bank
usually requires the receipt of warrants from high tech bor-
rowers as one element of its pricing structure. Such warrant
positions have proven profitable for the Bank as a significant
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enhancement of overall returns on high tech related trans-
actions. In addition, the Bank has invested in a number of

high technology or venture capital funds.

Areas of expansion within the high technology market
will include export finance for capital goods for this cus-
tomer base, as well as the creation of a capacity to provide
equipment-leasing facilities to complement the Bank’s

traditional financing.

Small Business Lending/SBA

The Bank has developed a successful small business-lending
model called 1.2.3. Business Line of Credit. It was designed
specifically to meet the credit needs of small businesses in
our communities. This product focuses on centralized formula
approved loans up to $50,000. The credit quality of this
portfolio remains strong, despite the recent downturn in the

economy that has caused hardship for many small businesses.

The Bank has also continued to grow its Small Business
Administration loan portfolio and is a “Preferred Lender” in
the SBA program in the Los Angeles and Santa Ana districts.
For the past several years, General Bank has been ranked as
one of the largest SBA lenders in the Los Angeles District.

To date, the Bank’s small business program has been devel-
oped as part of an effort to increase loans to small and
medium-sized businesses. This business has proven to be an
attractive product that can be expanded to a broader segment
of the Bank’s target marker.




PETER WU,Pu.D. PRESIDENT & CEO

“OUR STRENGTH LIES IN OUR ABILITY TO UNDERSTAND THE UNIQUE

NEEDS OF OUR CUSTOMERS, AND TO PROVIDE TRULY PERSONAL

SERVICE WITH OPTIMAL EFFICIENCY. THIS IS OUR TRADITION AND

OUR CULTURE.”




We will continue to focus on Asian-American
communities. We will continue to provide
specialized and personal service that promotes
long-term relationships. We will expand our
product offerings and enter new geographic
markets where there is a need for our expertise.

%

RETAIL BANKING AND ASSET MANAGEMENT

The Branch System

General Bank has established a structure of 21 branches in
California, Washington, and Massachusetts. These facilities
provide a complete array of banking products including
demand deposit, money market accounts, savings and CD
accounts, and serves as access to other products and services
offered by the Bank. The branch system is the principal
source of funding for the Bank. Additionally, the branch
system is also the service platform for the Bank’s non-
depository investment program, GB Financial Consulting
Center. The GB Financial Consulting Center was created to
coordinate the sale of such investment and insurance prod-
ucts as mutual funds, annuities, business/employee retire-
ment plans and other products, to our customers, thereby

meeting their increasingly sophisticated financial needs.

The branch system also plays a key role in business develop-
ment through contacts in the communities in which they are
located. Branch and regional managers refer small business
and commercial loan opportunities to the respective lending
groups in the Bank.

In addition to growing the Bank’s business through new
products in its established markets, the Bank actively seeks
opportunity to expand its branch network and services to
other markets within the U.S., where there is a strong con-
centration of Asian-American populations. The expansion
can occur through the acquisition of existing banks or
openings of branches where permitted under individual
state banking regulations. As part of this strategy, GBC,
through General Bank, entered into an agreement in 2001
to acquire Liberty Bank and Trust Company of Boston.
This acquisition, which has been completed on February
28, 2002, will further strengthen GBC’ presence on the
East Coast, and enable us to further extend our core activities
of international trade finance, construction and technology
lending in the region. Consistent with our acquisition cri-
teria, this transaction is expected to be immediately accretive
to GBC’s earnings.

Electronic Banking
In addition to the branch system, General Bank is con-

stantly strengthening its electronic distribution channels to

further enhance productivity and customer service. In this
regard, the Bank offers, for example, GBNet, GBLink and
Telebanc services for customers who prefer to bank on-line
or over the telephone. The Bank will continue to add bank-
ing and cash management functions to its internet banking
programs, as they become available. The ultimate goal of our
electronic banking programs is to provide alternative service
delivery systems, expand our marketing channels, and to
strengthen our communications and relationships with our

customers and the communities we serve.

While these automated, 24-hour electronic banking service
channels provide added convenience for our customers, we
believe our strategically designed branch network will con-
tinue to be our most effective service distribution and
customer-relationship channel, as it is usually our first
point-of-contact with customers. As such, we invest large
amounts of resources in training and development programs
for our employees on an ongoing basis, assuring that our
employees are knowledgeable and professional in providing
excellent, personalized service to our customers.

Asset Management

The Bank’s Taiwanese/Chinese core customer base has
been very successful in building considerable personal
wealth in the United States and abroad. The Bank has
plans to expand beyond providing traditional bank deposit
products to this growing market. Today’s younger success-
ful entrepreneur is also becoming increasingly sophisticated
in his/her management of personal financial affairs. In
addition to the GB Financial Consulting Center program,
the Bank must also develop the capacity to provide both a
wide range of bank and non-bank investment products, as
well as manage these assets and provide fiduciary and trust

services to support them.

Accordingly, the Bank has announced the establishment of
its private banking program in late 2001. We believe that
through the development of an asset management capability
and a private banking program, the Bank will not only
garner additional fee income but also build an even stronger

relationship with its key high net worth customers.




KEY ORGANIZATIONAL STRATEGIES

Management

The Bank has developed a strong management structure.
Senior staff management has had a long history of banking
experience in finance, operations, credit and general man-
agement. Line managers have all been with General Bank
for many years, many of whom have graduated from the
Bank’s Management Training and other development pro-
grams. Most have had multiple assignments during their
careers, giving them a broad depth of knowledge and
experience within the Bank.

Increasingly the Bank has centralized management processes
with skilled and experienced individuals in place. Overall risk
management review, internal audit, credit review, marketing,
systems support, and accounting/reporting manage their
functions on a centralized basis for the Bank as a whole.

The Bank’s Asset and Liability Committee, Audit Committee,
Executive Coordination Committee as well as the Executive
Loan Committee of the Board of Directors all play an
important oversight and monitoring role within the Bank.

Operating Structure

The Bank will continue to centralize its operating activities
to maintain strong control over activities and to seek effi-
ciencies and cost reductions from duplicative activities.

Systems

The Bank will contnue to maintin the most appropriate
computer systems for the Bank’ clientele, and develop
operational procedures to assure maximum efficiency and
product capabilities. The Bank will exercise due diligence in
all security-related issues pertaining to dara processing to
protect customer records, balances, and all other confidential
information that the Bank has a legal, regulatory or social

obligation to protect.

Cost Structure

The Bank has prided itself on the high degree of operating
efficiency, achieved through close attention to expense lev-
els. For many years, the Bank’s efficiency ratios have been
consistently maintained at the mid-30% range. In fact, in its
September 6, 2001 issue, American Banker, a leading industry

daily journal, ranked GBC Bancorp the most efficient bank
holding company in California, and the seventh most effi-
cient nationwide, as of March 31, 2001. This strong culture
of high levels of operating efficiency will continue to char-
acterize all future activities of the Bank.

Employees

It is recognized that our employees are our greatest assets.
Developing a strong employee base with trained, efficient
and dedicated individuals is the optimal way to assure com-
petitive advantage, reduce credit and operational risk and
obtain the greatest levels of efficiency. As such, the Bank will
endeavor to continue its “Promote from Within” philoso-
phy and maintain a compensation strategy that attracts and
retains the highest quality level of employees. Compensation
will be based on recognition of merit as well as the achieve-
ment of established goals and objectives. Incentive pay or
bonuses have been integrated into the compensation struc-
ture to align employees with the Bank’ tactical and strategic
objectives.

Community Commitment

Community involvement and development of the economic
well being of the markets we serve is an integral component
of our organization. Each year the Bank actively supports or
sponsors a variety of community events and philanthropic
activities, with the purpose of strengthening the social and
economic foundation of our communities.

To this end, the Bank sponsors numerous cultural functions
and organizes fundraising events for community development
or charitable organizations. The Bank also invests in or makes
donations to various cominunity organizations, providing
them with monetary and technical support required for their
ongoing operations.

The Bank strongly supports the objectives of the Community
Reinvestment Act (CRA) both in letter and in spirit. In its
1997 and 1999 CRA examination, the FDIC rated the
Bank “Satisfactory” with respect to the Bank’s community
development performance under CRA.
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HUMAN RESOURCES

To support its growth and nationwide expansion, the Bank in 2001 expanded its recruitment of employees
at virtually all levels. The Bank also continued to maintain strong ties with local colleges and universities,
attracting a high percentage of those institutions’ best-qualified graduates into its highly successful

Management Training Program.

In following its tradition of developing talent and promoting from within, the Bank allocated a great
amount of resources for development of internal candidates through employee education and training. This
training and promote-from-within strategy, combined with an aggressive, incentive-based compensation

program, sustains the Bank’s industry-leading morale and high employee retention.

The Bank upheld its long-standing philosophy of promotion from within as various officers and staff were rewarded for
their contributions to the Bank’s continued growth and expansion. Listed below are those who were promoted during

2001 and in _January 2002, followed by their respective ranks, titles, and areas of responsibility.

PROMOTIONS

Betty Ip, Vice President, Assistant Internal Auditor—Internal Audit

Anna Lo, Vice President, Loan Portfolio Officer—R eal Estate Lending

Aileen Luh, Vice President, Customer Relations Manager—International

Jessie Chau, Assistant Vice President, Assistant Manager—Small Business Lending

Vincent Chen, Assistant Branch Manager—San Diego Branch

Kai-Yuan Cheng, Senior Marketing Officer—Marketing

Margie Riendeau, Senior Operations Officer—Operations Administration
Lily Chen, International Relationship Officer—Northern Cal. Lending
Tiffany Chi, Customer Service Officer—San Fernando Valley Branch
Myla Ching, Customer Service Officer—Cerritos Valley Branch

Lena Hua-Fong, International Banking Officer—International
Christine Hsueh, Loan Portfolio Officer—Northern Cal. Lending
Richard Kuo, Customer Service Officer—Kent North Branch

Vincent Lin, Loan Portfolio Officer—Northern Cal. Lending

Jeremy Liu, Loan Officer—Northern Cal. Lending

Tao Liu, International Banking Officer—International

Cindy Lu, Business Development Officer—Kent North Branch

Andy Ng, Loan Supporting Officer—Southern Cal. High Tech Lending
Sue Mar-Tang, Loan Supporting Officer—Credit Administration

Kim Tang, Operations Officer—Central Services

Vincent Yang, Loan Portfolio Officer—Northern Cal. Lending

Listed below ate the new officers who joined the Bank in 2001, followed by their respective ranks, titles, and areas

of responsibility.

NEW OFFICERS

Linda Moulton, Senior Vice President, Regional Manager—Boston Branch

Agnes Lew, Director of Investment Services—Investment Services and Private Banking
Yongmei Chen, Assistant Vice President, Regional Customer Service Manager—Boston Branch
Wilfrido Reynado, Assistant Vice President, Loan Officer—Corporate Lending

Annie Dong, Loan Portfolio Officer—INew York Loan Production Office

Teresa Wang, System Security Officer—Operations Administration




MAMAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Critical Accounting Policies

The discussion and analysis of our financial condition and
results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with
accounting principles generally accepted in the United States of
America. The preparation of these financial statements requires
management to make estimates and judgments that affect the
reported amounts of assets and liabilities, revenues and
expenses, and related disclosures of contingent assets and
liabilities at the date of our financial statements. Actual results
may differ from these estimates under different assumptions or
conditions.

Accounting for the allowance for loan losses involves
significant judgments and assumptions by management which
have a material impact on the carrying value of net loans;
management considers this accounting policy to be a critical
accounting policy. The judgments and assumptions used by
management are based on historical data and management’s
view of the current economic environment as described in
“Allowance for Loan Losses”.

Accounting for derivatives is in compliance with SFAS
No.133, “Accounting for Derivative Instruments and Hedging
Activities. Implementation of SFAS No.133 has a material
impact on the carrying value of derivative instruments;
management considers this accounting policy to be a critical
accounting policy. The judgments and assumptions used by
management to mark to market derivatives are based on the
most recent information available and other factors which are
believed to be reasonable under the circumstances as described
in “Non-Interest Income”, “Non-Interest Expense” and
“Cumulative Effect of a Change of Accounting Principle”.

Results of Operations

Consolidated net income for GBC Bancorp and
subsidiaries (the “Company”) for the year ended December 31,
2001 totaled $32,602,000. This compares to net earnings of
$38,476,000 in 2000 and $29,988,000 in 1999. Diluted
earnings per share were $2.78 for 2001 compared to $3.26 for
2000, and $2.37 for 1999. The $5,874,000 decline in net
income from 2000 to 2001 was primarily the result of an
increase of $18,900,000 in the provision for credit losses and a
$6,109,000 reduction of non-interest income partially offset by
a $4,579,000 reduction of non-interest expense.

Lonsolidated net income for the year ended
December 31, 2000 totaled $38,476,000 compared to net
income of $29,988,000 in 1999. The $8,488,000, or 28.3%,
increase in net income from 1999 to 2000 was primarily due to
the increase of net interest income and non-interest income
and the decrease in the provision for credit losses, partially

offset by higher non-interest expense.

Net Interest Income

Net interest income in 2001 totaled $88,926,000
compared to net interest income of $88,442,000 in 2000. The
$484,000, or 0.6%, increase is the result of an increase of
average earning assets offset by a decline of the net interest
margin primarily due to declining short term interest rates. For
the years ended December 31, 2001 and 2000 the balance of
average interest earning assets was $2,058.1 million and
$1,840.5 million, respectively. For the years ended
December 31, 2001 and 2000, the net interest margin was
4.32% and 4.81% respectively. Excluding the net interest
recoveries discussed below, the net interest margin for the years
ended December 31, 2001 and 2000 would have been 4.29%
and 4.54%, respectively.

Total interest income for the year ended December 31,
2001 was $155,478,000, compared to $§163,121,000 for the
year ago period. The $7,643,000, or 4.7%, decrease was due
primarily to a 131 basis point decline of the yield on earning
assets, partially offset by a $217.5 million increase of the balance
of average interest earning assets. The reduced yield was in
large measure a reflection of the reductions of the Company’s
prime rate of interest during the course of the year ended
December 31, 2001. As of December 31, 2001 the Company’s
prime rate of interest was 4.75% compared to 9.50% as of
December 31, 2000. The 475 basis point decline was the result
of eleven prime rate decreases during 2001. For the years ended
December 31, 2001 and 2000 the daily average prime rate for
the Bank was 6.91% and 9.24%, respectively, a decline of 233
basis points. Another factor contributing to the yield decline
was the reduction in net interest recoveries. For the years
ended December 31, 2001 and 2000 net interest recoveries
were $548,000 and $4,919,000, respectively. Excluding these
net interest recoveries, the yield on earning assets would have
been 7.53% and 8.60% for the years ended December 31, 2001
and 2000, representing a decline of 107 basis points. As would
be expected, all categories of interest earning assets reflected

yield declines as shown in the following table:

Yield Decline

in the year
Category of Interest Earning Assets 2001
Loans and Leases 2.33%
Securities 0.13%
Federal Funds Sold & Securities Purchased
under Agreements to Resell 2.60%

Excluding the effect of the net interest recoveries as
discussed above, the decline of the yield on loans and leases
would have been 185 basis points compared to the 233 basis
points as per the above table. As of December 31, 2001,
approximately 75% of the loan portfolio has yields based upon
the prime rate. Partially offsetting the impact on interest




income of the reduced yield on earning assets was the growth

of the average balance of interest earning assets. For the years
ended December 31, 2001 and 2000, average earning assets
were $2,058.1 million and $1,840.5 million, respectively,
representing an increase of $217.5 million, or 11.8%. The
growth was primanly in average loans and leases which
increased $129.8 million, or 13.9%. Loans and leases represent
the Company’s highest yielding asset. The Company’s lowest
yielding asset, federal funds sold and securities purchased under
agreements to resell, reflected a decline of $52.8 million, to
$75.4 million from $128.2 million in average balance.

Total interest expense for the year ended December 31,
2001, was $66,552,000 compared o $74,679,000 for the year
ago period. The $8,127,000, or 10.9%, decline is the result of
an 89 basis point decrease in the cost of funds. The rate
decrease is primarily due to money market conditions as
described above. For the years ended December 31, 2001 and
2000, the cost of funds was 3.99% and 4.88%, respectively. The
rates paid on time deposits declined to 4.58% for the year 2001
from 5.45% for the year 2000. All other categories of deposits
reflected reductions of the rates paid thereon and is a direct
reflection of the decline in interest rates as discussed above.
Rates paid on borrowings from the Federal Home Loan Bank
also reflected a decline from 4.96% to 4.79%.

The impact on interest expense of the reduced cost of
funds was partially offset by the increase of the average balance
of interest bearing deposits. For the years ended December 31,
2001 and 2000, the average balance of interest bearing liabilities
was $1,668.6 million and $1,529.9 million, representing an
increase of $138.7 million, or 9.1%. Included in this increase
was a $68.0 million increase of borrowings from the Federal
Home Loan Bank.

The net interest spread, defined as the difference between
the yield on earning assets and the cost of funds, declined to
3.56% in 2001, from 3.98% in 2000.

Net interest income in 2000 increased to $88,442,000
from §73,978,000 in 1999, representing a $14,464,000, or
19.6%, increase. The growth of net interest was due to both an
increase in the balance of average interest earning assets and an
increase of the net interest spread. For the years ended
December 31, 2000 and 1999, average interest earning assets
were $1,840.5 million and $1,659.4 million, respectively,
representing an increase of $181.1 million, or 10.9%. For the
years ended December 31, 2000 and 1999, the net interest
margin was 4.81% and 4.46%, respectively, representing an

increase of 35 basis points.




The following table represents the net interest spread, net interest margin, average balances, interest income and expense, and the

average yield/rates by asset and liability category:

December 31, 2001

December 31, 2000

December 31, 1999

Average Average Average
Average Yield/  Average Yield/  Average Yield/
Balance (4) Interest Rate% Balance (4) Interest Rate% Balance (4) Interest Rate%
(In Thousands)
Interest Earning Assets:
Loans and Leases (1)(2) $1,064,774 $ 90,719  8.52% $ 934,973 $101,434 10.85% $ 863,856 $81,331 941%
Taxable Securities (excludes warrants) 917,921 61,790 6.73 777,336 53,303 6.86 733,179 45,675 6.23
Federal Funds Sold and Securities
Purchased Under Agreement to Resell 75,366 2,969 3.94 128,221 8,384 6.54 62,409 3,255 522
Total Interest-Earning Assets 2,058,061 155,478  7.55 1,840,530 163,121 8.86 1,659,444 130,261  7.85
Non-Interest Earning Assets:
Cash and Due from Banks 34,841 39,033 33,197
Warrants 1,422 4,270 —
Trading Account Securities 638 777 35
Premises and Equipment, Net 5,800 5,533 5,528
Other Assets (3) 42,878 45,478 35,815
Total Non-Interest Earning Assets 85,579 95,091 74,575
Less: Allowance for Credit Losses (22,527) (20,677) (19,903)
Deferred Loan Fees (5,210) (3,981) (5,068)
Total Assets $2,115,903 81,910,963 $1,709,048
Interest Bearing Liabilities:
Deposits:
Interest Bearing Demand $ 57,850 § 288 0.50 § 58928 % 630 1.07 % 57,885 § 533 0.92
Money Market 309,561 7,066  2.28 336,434 13,331 3.96 241,703 7,125 295
Savings 70,898 932 1.31 74,324 1,827 2.46 82,356 1,809  2.20
Time Deposits 1,076,578 49,306  4.58 974,346 53,075 5.45 895,875 40,910 4.57
Federal Funds Purchased and Securities
Sold Under Repurchase Agreement 648 27 417 932 62 6.63 1,316 70 5.31
Other Borrowed Funds . 113,822 5,452 4.79 45,833 2,273 4.96 48,123 2,355 4.89
Subordinated Debt 39,199 3,481 8.88 39,068 3,481 8.91 38,937 3,481 8.94
Total Interest Bearing Liabilities 1,668,556 66,552  3.99 1,529,865 74,679 4.88 1,366,195 56,283  4.12
Non-Interest Bearing Liabilities:
Demand Deposits 195,929 190,863 164,620
Forward Sales—Equity Securities — 195 2
Other Liabilities 48,297 34,887 31,803
Total Non-Interest Bearing Liabilities 244,226 225,945 196,425
Total Liabilities 1,912,782 1,755,810 1,562,620
Stockholders’ Equity 203,121 155,153 146,428
Total Liabilities and Stockholders’
Equity $2,115,903 $1,910,963 $1,709,048
Net Interest Income/Spread $ 88,926 3.56% $ 88,442 3.98% $73.978  3.73%
Net Interest Margin 4.32% 4.81% 4.46%

(1) For the purposes of these computations, non-accrual loans are included in the daily average loan amounts outstanding,
(2) Loan interest includes loan fees for the years ended December 31, 2001, 2000 and 1999 of $7,057,000, $6,213,000, $6,964,000,

respectively.

(3) Other assets includes average other real estate owned, net, for the years ended December 31, 2001, 2000 and 1999 of $698,000,

$4,417,000 and $7,909,000, respectively.

(4) Average balances are computed based on the average of the daily ending balances.




Year Ended December 31,

with 2000 Increase (Decrease)

2001 Compared 2000 Compared
with 1999 Increase (Decrease)

Due to Changes in: Due to Changes in:

Volume Rate Net Volume Rate Net

(In Thousands)
Interest Earned on (1):
Loans and Leases
Taxable Securities
Federal Funds Sold and Securities
Purchased Under Agreement to Resell

Total Interest-Earning Assets

Interest Paid On (1):
Deposits:
Interest-Bearing Demand
Money Market
Savings
Time
Federal Funds Purchased and Securities
Sold Under Repurchase Agreement
Other Borrowed Funds

Subordinated Debt
Total Interest-Bearing Liabilities

Change in Net Interest Income

$12,895  $(23,610) $(10,715) $ 7,053 $13,050 $20,103
9,480 (993) 8,487 2,855 4,774 7,629

(2,757) (2,658) (5,415) 4,134 994 5,128

19,618 (27,261) (7,643) 14,042 18,818 32,860

(11) (330) (342) 10 87 97
(993)  (5,272)  (6,265) 3,305 2,901 6,206
(81) (814) (895) (186) 204 18

5,217 (8,988)  (3,769) 3,799 8366 12,165

(16) 19 (35)

(23) 15 @)
3,260 (80) 3,179 (112) 30 (82)

7,376 (15,503) (8,127) 6,793 11,603 18,396

$12,242  $(11,758) $ 484 § 7,249 $ 7,215 $14,464

(1) Changes in interest income and interest expense attributable to changes in rate/volume have been allocated proportionately to

the changes due to volume and the changes due to rate.

Provision for Credit Losses

The amount of the provision for credit losses is an amount
required to maintain an allowance for credit losses that is
adequate to cover probable credit losses related to specifically
identified loans as well as probable credit losses inherent in the
remainder of the loan and lease portfolio. Management
evaluates the loan portfolio, the economic environment,
historical loan loss experience, collateral values and assessments
of borrowers’ ability to repay. As the loan portfolio is
composed of business loans, the volatility of the provision for
credit losses can significantly affect net income, particularly in
times of economic weakness.

For the year 2001, the provision for credit losses was
$20,100,000 compared to $1,200,000 for 2000, representing an
increase of $18,900,000. Most of the charge-offs in 2001 were
commiercial loans. (See Allowance for Credit Losses,
following.) Net charge-offs for the year 2001 were
$15.9 million as compared to $1.6 million for the year 2000.
Non-accrual loans as of December 31, 2001 and 2000 were
$24.9 million and $14.8 million, respectively, an increase of
$10.1 million, or 68.2%. A $5.1 million standby letter of credit
associated with a participated commercial loan was drawn on in
the first quarter, 2002, resulting in an increase in non-accrual
loans. The provision for credit losses recorded in the

4th quarter, 2001, took into account the then anticipated risk
associated with this letter of credit.

The allowance for credit losses was $23.7 million at
December 31, 2001, as compared to $19.4 million at
December 31, 2000. The allowance was 2.09% of loans and
leases as of December 31, 2001 and 2.00% as of December 31,
2000. The increased allowance and its percentage of loans and
leases is deemed appropriate given the loan portfolio as
evaluated by management as of December 31, 2001. (See also
Allowance for Credit Losses, following.)

For 2000 the provision for credit losses was $1,200,000
compared to $3,500,000 for 1999, representing a reduction of
$2,300,000. The decline of the provision for credit losses was
reflective of the decrease of non-accrual loans and net
charge-offs comparing 2000 to 1999. As of December 31,
2000, non-accrual loans totaled $14.8 million compared to
$44.5 million at December 31, 1999. For the years ended
December 31, 2000 and 1999, net charge-offs were
$1.6 million and $3.1 million, respectively.

Non-Interest Income

Non-interest income consists primarily of service charges
on deposit accounts, fees and commissions resulting from
General Bank’s (the “Bank”) international activities, fees from




servicing Small Business Administration (“SBA”) loans, trading
account revenue, income / (expense) from other investments
and gains on sales of securities available-for-sale.

Non-interest income in 2001 totaled $15,646,000,
representing a decline of $6,109,000, or 28.1%, compared to
$21,755,000 of non-interest income in 2000. The decline was
primarily attributable to reduced trading revenues and the net
losses recorded from other investments during 2001, partially
offset by the gains on sale of securities available-for-sale.

Service charges and commissions declined $362,000, or
4.4% from 2000 to 2001. The decline is primarily due to a
reduction of international fees and commissions.

Trading account revenue is income earned on securities
classified as trading account securities. The Company’s
subsidiary, GBC Venture Capital, (“VC”) receives equity
securities which it holds as trading securities primarily from two
sources: a distribution from venture capital funds in which it
invests and the exercise of warrants acquired through the
lending operations of General Bank, its affiliate. The
recognition of fair value and ultimate disposition of these
trading securities results in trading account revenue. Trading
account revenue declined to $1,958,000 in 2001 from
$13,013,000 in 2000.

For the year ended December 31, 2001, income / (loss)
from other investments included the recognition of a
$1,800,000 impairment expense associated with the write-
down of aircraft owned by Aircraft Finance Trust (“AFT”),
causing a loss of $1,400,000 from the AFT investment
compared to $363,000 of income in 2000. The Company has a
10% equity interest in AFT, purchased on September 30, 1999.

Income / (loss) from other investments in 2001 also
included the recording of $1,396,000 loss associated with
venture capital fund partnerships in which VC invests as
compared to a $218,000 loss in 2000. The investment in AFT
and the partnership interests in venture capital funds are
accounted for by the equity method.

Offsetting the impact of the partnership losses and the
reduction of trading revenue was the gain on sale of securities
available-for-sale, net, totaling $6,713,000 in 2001, from the
sale of securities with a net carrying value of $109.5 million. In
2000, there were losses on sale of securities available-for-sale,
net, which amount is reported as part of non-interest expense
in the following section.

The Company has received rights to acquire stock in the
form of warrants as an adjunct to its high technology banking
relationships. Most of these warrants contain cashless exercise
provisions thereby qualifying them as derivatives under
Statement of Financial Accounting Standards No.133,
“Accounting for Derivative Instruments and Hedging
Activities” (“SFAS No. 133”), which was implemented on
January, 2001. (See also discussion in Non-Interest Expense,
following.) As of December 31, 2001 the Company held
warrants from 49 separate companies. The warrants from
44 companies were derivatives under SFAS No.133 with a fair
value of $1.8 million as of December 31, 2001. The warrants

from 5 companies are carried at a cost of nominal amounts.

The warrants are included as part of other assets on the
Company’s consolidated balance sheets.

Non-interest income in 2000 totaled $21,755,000,
representing an increase of $11,211,000, or 106%, over
$10,544,000 of non-interest income in 1999, The increase was
primarily attributable to trading account revenue. For the years
ended December 31, 2000 and 1999, trading account revenue
was $13,013,000 and $1,525,000, respectively.

Non-Interest Expense

Non-interest expense decreased $4,579,000, or 9.77%, to
$42,282,000 in 2001, from $46,861,000 in 2000. The
reduction was primarily due to the loss on sale of securities
available-for-sale, net, of $10,341,000 recorded in 2000. As
noted above, during 2001 there was a net gain on sale of
securities available-for-sale, net, which amount is classified as
non-interest income, as discussed above.

Partially offsetting the absence of a loss on sale of securities
available-for-sale, net, in 2001 was the reduction of fair value
of derivatives in the amount of $6,762,000 during 2001. This
amount represents the decline of the fair value of derivatives as
measured at December 31, 2001 compared to January 1, 2001.
SFAS No. 133 was implemented on January 1, 2001, resulting
in the pre-tax recognition of $8,561,000 reflecting the fair
value of warrants containing a cashless exercise provision. (See
also “Cumulative Effect of a Change in Accounting Principle,”
following.)

Excluding the loss on sale of securities in 2000 of
$10,341,000 and the reduction of fair value of derivatives in
2001 of $6,762,000, non-interest expense was $35,520,000 and
$36,520,000 for the year ended December 31, 2001 and 2000,
respectively. The decline was due primarily to lower salaries
and employee benefits which declined $1,896,000, mainly the
result of a lower incentive compensation expense. Incentive
compensation is a function of pre-tax earnings.

For the years ended December 31, 2001 and 2000, the
Company’s efficiency ratio was 36.0% and 37.6%. The ratio is
computed as non-~interest expense divided by the sum of net
interest income plus non-interest income. The gains / losses on
sales of securities available-for-sale, net, trading revenue and
income / (loss) from other investments and the reduction of
fair value of derivatives are all excluded from the computation.

Non-interest expense increased $14,159,000, or 43.3%,
from $32,702,000 in 1999 to $46,861,000 in 2000 due
principally to a $2,590,000 increase of losses on the sale of
securities available-for-sale, net. Excluding the losses on sale of
securities, non-interest expense was up $4,569,000, or 14.3%,
from 1999. This increase was primarily due to an increase of
$2,729,000 of salaries and employee benefits and an increase of
other non-interest expense primarily due to the accrual of a
$2,400,000 litigation expense which was paid in 2001.




Provision for Income Taxes

For 2001, the Company’s provision for income taxes was
$14,550,000, a reduction of $9,110,000, or 38.5%, from
$23,660,000 recorded in 2000. The effective tax rate in 2001
was 34.5% as compared to 38.1% in 2000. The decrease of the
effective tax rate in 2001 is largely the result of the reduction of
income taxes from GB Capital Trust, a real estate investment
trust (“REIT”) which began operations in September of 2001.
The REIT is a wholly-owned subsidiary of General Bank. The
low income housing (“LIH") tax credit was $1,176,000 and
$1,852,000 in 2001 and 2000, thereby partially offsetting the
2001 tax benefits from the REIT.

For 2000, the Company’s provision for income taxes was
$23,660,000, an increase of $5,328,000, or 29.1%, from
$18,332,000 recorded in 1999, The effective tax rate in 2000
was 38.1% as compared to 37.9% in 1999. The increased
effective tax rate was due primarily to the reduced level of low
income housing tax credits as a percentage of pre-tax income.
The LIH tax credit was $1,852,000 in 2000 compared to
$1,980,000 in 1999.

Cumulative Effect of a Change of Accounting Principle

On January 1, 2001, the Company adopted SFAS No.133.
On that date a transition adjustment of $8,561,000 was
recorded. The transition adjustment is presented net of tax in
the amount of $4,962,000 as a cumulative effect of a change of
accounting principle in the Company’s consolidated statements
of income.

Financial Condition

The Company’s assets totaled $2,367.2 million as of
December 31, 2001, representing an increase of $398.1 million,
or 20.2%, over the $1,969.1 million total assets as of
December 31, 2000. The asset growth was $163.9 million of
loans and leases and $243.6 million of securities available-for-
sale. The growth of assets was primarily funded by an increase
of total deposits of $153.4 million and an increase of
borrowings from the Federal Home Loan Bank totaling
$227.4 million. Total stockholders’ equity increased
$18.5 million. The growth of stockholders’ equity was
impacted by the repurchase of company stock totaling
$17.1 million. (See also Capital Resources in section
following.)

Loans and Leases

The growth of loans and leases to $1,132.9 million as of
December 31, 2001, from $969.0 million as of December 31,
2000, represents a 16.9% increase. The largest growth
component of the loan portfolio was real estate construction
which increased $68.2 million, or 40.9%. Real estate
conventional loans increased $54.7 million, or 17.7%.
Commercial loans increased $46.2 million, or 10.3%. As of
December 31, 2001, commercial loans include $75 million and
$65 million of credits to the apparel / textile industry and the
electronic goods industry, respectively. Commercial loans also 15
include $38 million of credits to early stage high technology
companies.
The following table sets forth the gross amount of loans
and leases outstanding in each category as of the dates

indicated:
December 31,
2001 2000 1999 1998 1997

(In Thousands)

Commercial $ 495,681 $449,484 $398,379 $309,198  $233,309
R eal Estate—Construction 234,860 166,656 195,133 177,737 90,560
R eal Estate—Conventional 364,567 309,834 295,614 263,369 276,350
[nstallment 101 2 11 37 54
Other Loans 20,345 25,969 20,238 22,302 23,993

Leveraged Leases

Total

Trade financing loans, which are included in commercial
loans, are made by the Bank’s Corporate Lending and
International Division which, in addition to granting loans to
finance the import and export of goods between the
United States and countries in the Pacific Rim, also provides
letters of credit and other related services. Trade financing loans
decreased $23.5 million or 6.6%, from $353.4 million as of
December 31, 2000 to $329.9 million, as of December 31,
2001. The Bank does not make loans to foreign banks, foreign
governments or their central banks, or commercial and

17,335 17,078 16,582 15,802 14,563

$1,132,889  §969,023  $925,957 $788,945  $638,829

industrial loans to entities domiciled outside of the
United States, except for the extension of overdraft privileges
to its foreign correspondent banks on a limited, case by case,
basis. All loan transactions are U.S. dollar denominated.
Commercial loans also include $35.8 million of Small
Business Administration loans of which $24.4 million are
government sponsor-guaranteed. As of December 31, 2001,
commercial loans represented 43.8% of the total loan portfolio
compared to 46.4%, as of December 31, 2000.




Real estate construction loans are real estate loans secured
by first trust deeds. As of December 31, 2001, construction
loans totaled $234.9 million, or 20.7% of the total loan
portfolio as compared to $166.7 million, or 17.2%, as of
December 31, 2000.

Conventional real estate loans are loans, other than
construction loans, secured by first trust deeds or junior real
estate liens. As of December 31, 2001, conventional real estate
loans totaled $364.6 million, or 32.2%, of the total loan
portfolio.

The Company’s lending policy limits the loan to value

ratio on conventional real estate and construction loans to a
maximum of 75% of the appraised value. Loans in excess of
such amount are granted only on an exception basis.

The following table sets forth the breakdown by type of
collateral for construction and conventional real estate loans as
of December 31, 2001 and 2000:

2001 2000
Conventional Conventional
Construction Real Estate Construction Real Estate
Project Type Loans Percentage Loans Percentage Loans Percentage Loans Percentage
(In Thousands}
Residential:
Single-Family $104,427 45% $ 13,422 4% $ 79,280 48% $ 18,584 6%
Townhouse 6,589 3 506 —_— 6,161 4 519 —
Condominums 21,998 39 3,483 1 59,838 36 4,371 1
Multi-Family 17,026 7 25,162 7 12,107 7 30,754 10
Land Development 4,952 2 272 _ — — — —
Total Residential $224,992 96% $ 42,845 12% $157,386 95% $ 54,228 18%
Non-Residential:
Warehouse $ — —% $ 46,824 13% $ — —% $ 50,584 16%
Reetail Facilities 481 —_ 84,532 23 — — 57,806 19
Industrial Use —_— —_ 30,389 8 3,864 2 32,240 10
Office 2,452 1 43,555 12 1,510 1 24,634 8
Hotel and Motel 5,486 2 56,239 15 — — 56,098 18
Other 1,449 1 60,183 17 3,896 2 34,244 11
Total Non-
Residential $ 9,868 4% $321,722 88% § 9,270 5% $255,606 82%
Total $234,860 100% $364,567 100% $166,656 100% $309,834 100%

Substantially all of the collateral securing construction and
conventional real estate loans is located in California. However,
the Bank does financing out-of-state as well. As of
December 31, 2001, the Bank has a full service branch in the
state of Washington and continues to maintain a loan
production office in the city of New York.

Other loans are primarily comprised of loans secured by
the Bank’s time deposits. Other loans totaled $20.3 million and
$26.0 million, as of December 31, 2001 and 2000, respectively.

Leveraged leases are comprised primarily of two aircraft
leveraged leases. In December 1997, the Company purchased a
leveraged lease on a Boeing 737 with a fair value of
$24.0 million and a remaining estimated economic life of
28 years. The lease term ends in March, 2016, however, the
lessee has an early buy out option in the year 2011, The
Company’s original equity investment was $6.3 million. As of
December 31, 2001 the book value was $8.8 million. As of
December 31, 2001, the aircraft is subject to $15.5 million of
third-party financing in the form of long-term debt that

provides for no recourse against the Company and is secured by
a first lien on the aircraft. The residual value at the end of the
full-term lease is estimated to be $5.5 million, as of

December 31, 2001, unchanged from prior years. The residual
value is supported by an independent appraisal done in
December, 2001.

In December 1996, the Company purchased a leveraged
lease on a Boeing 737 with a fair value of $24.2 million and a
remaining estimated economic life of 30 years. The lease term
is through the year 2012. The Company’s original equity
investment was 5.2 million. As of December 31, 2001, the
book value was $8.1 million. As of December 31, 2001, the
aircraft is subject to $12.9 million of third-party financing in
the form of long-term debt that provides for no recourse
against the Company and is secured by a first lien on the
aircraft. The residual value at the end of the lease term is
estimated to be $7.6 million, as of December 31, 2001,
unchanged from prior years. The residual value is supported by
an independent appraisal done in December, 2001.




The value of the leveraged leases may be affected in the
future by the profitability of the airline industry and of the two
airlines, in particular. Were either of the two airlines to default
on the above-described leveraged leases, the Company’s
investments would be substantially at risk due to the debt
outstanding and the current depressed market values of such
aircraft.

For federal income tax purposes, the Company has the
benefit of tax deductions for depreciation on the entire leased
asset and for interest paid on the long-term debt. Deferred taxes
are provided to reflect the temporary differences associated
with the leveraged leases.

In addition to the two aircraft leveraged leases, the
Company has two other equipment leveraged leases included
in loans and leases totaling $0.3 million, as of December 31,
2001.

In the ordinary course of business, the Bank has granted
loans to certain directors and companies with which they are
associated. In the opinion of management, these loans were
made on substantially the same terms, including interest rates
and collateral requirements, as those prevailing at the same time
for comparable transactions with other customers. Please refer
to note 5 of notes to consolidated financial statements.

The following table shows the maturity schedule of the
Company’s loans and leases outstanding as of December 31,
2001, which is based on the remaining scheduled repayments
of principal. Non-accrual loans of $24.9 million are included in
the “within one year” category:

After
One but More
Within Within than
One Five Five )
Year Years Years Total

(In Thowsands)

Commercial $362,697 § 85,858 § 47,126 § 495,681
Reeal Estate—

Construction 160,838 74,022 — 234,860
Real Estate—

Conventional 44,103 181,240 139,224 364,567
Installment — 101 — 101
Other Loans 20,056 289 — 20,345
Leveraged Leases 287 — 17,048 17,335

Total $587,981  $341,510 $203,398 $1,132,889

As of December 31, 2001, excluding non-accrual loans,
loans and leases scheduled to be repriced within one year, after
one but within five years, and in more than five years, are as
follows:

After One More

Within but than
One Within Five
Year Five Years Years Total
(In Thousands)
Total Fixed Rate $ 41,305  $131,641  $135604 § 308,550

Total Variable

Rate 799,399 — —_ 799,399

Total $840,704  $131,641 8135604 $1,107,949

As of December 31, 2001, there were no loans held for
sale and no loans held for sale were originated during 2001. As
of December 31, 2001, the Bank continues to service
mortgages under an FNMA contract amounting to

$1.3 million.

Non-performing Assets

A certain degree of risk is inherent in the extension of
credit. Management believes that it has credit policies in place
to assure minimizing the level of loan losses and non-
performing loans. The Company performs a quarterly
assessment of the credit portfolio to determine the appropriate
level of the allowance. Included in the assessment is the
identification of loan impairment. A loan is identified as
impaired when it is probable that interest and principal will not
be collected according to the contractual terms of the loan
agreement. Loan impairment is measured by estimating the
expected future cash flows and discounting them at the
respective effective interest rate or by valuing the underlying
collateral.

The Company has a policy of classifying loans (including
impaired loans) which are 90 days past due as to principal and/
or interest as non-accrual loans unless management determines
that the fair value of the underlying collateral is substantially in
excess of the loan amount or circumstances justify treating the
loan as fully collectible. After a loan is placed on non-accrual
status, any interest previously accrued, but not yet collected, is _
reversed against current income. The amortization of any
deferred loan fees is stopped. A loan is returned to accrual status
only when the borrower has demonstrated the ability to make
future payments of principal and interest as scheduled, and the
borrower has demonstrated a sustained period of repayment
performance in accordance with the contractual terms. Interest
received on non-accrual loans generally is either applied against
principal or reported as recoveries on amounts previously
charged-off, according to management’s judgment as to the
collectibility of principal.




The following table provides information with respect to the Company’s past due loans, non-accrual loans, other real estate

owned and restructured loans, as of the dates indicated:

December 31,
2001 2000 1999 1998 1997

(In Thousands)
Loans 90 Days or More Past Due and Still Accruing
Non-accrual Loans

Total Past Due Loans
Reestructured Loans

Total Non-performing Loans
Other Real Estate Owned, net

Total Non-performing Assets

$ 1,730 $2217 § — § 780 $ 2778
24,940 14,823 44,521 20,790 9,834

26,670 17,040 44,521 21,570 12,612
1,706 4,978 7,249 10,440 20,323

28,376 22,018 51,770 32,010 32,935
383 1,035 8,170 6,885 7,871

$28,759 $23,053 $59,940 $38,895 $40,806

Non-performing Assets to Period End Loans and Leases, net, Plus Other Real

Estate Owned, net

Non-performing Assets to Period End Total Assets

Total non-performing assets increased to $28.8 million, as
of December 31, 2001, from $23.1 million as of December 31,
2000, representing a $5.7 million, or 24.8%, increase. The
increase is due to the increase of non-accrual loans, up
$10.1 million from December 31, 2000. All other categories of
non-performing assets decreased.

Past-due loans of 90 days or more and still accruing

The total of past due loans of 90 days or more and still
accruing totaling $1.7 million as of December 31, 2001, is
comprised of 3 borrowers. The Bank does not anticipate any
loss on these credits.

Non-accrual loans

The following table details the $10.1 million increase of
non-accrual loans during the year:

(In Thousands)

Balance at December 31, 2000 $ 14,823
Add: Loans Placed on Non-accrual Status 44,854
Less: Charge-offs (14,477)
Returned to Accrual Status (7,248)
Repayments (12,989)
Transferred to OREO (23)

Balance at December 31, 2001 $ 24,940

2.61% 2.44% 6.59% 5.05% 6.52%

1.21% 1.17% 3.44% 2.31% 2.70%

The following table breaks out the Company’s non-
accrual loans by loan category as of December 31, 2001 and
2000:

2001 2000
(In Thousands)
Commercial $15,093 $14,823
Real Estate-Construction 9,738 —
Real Estate-Conventional 109 —
Total $24,940 §$14,823

The commercial loan non-accruals of $15.1 million
includes $6.5 million and $1.9 million from the apparel /
textile industry and the computer / electronic goods industry,
respectively. Also, included in the $15.1 million is $0.3 million
from early stage high technology companies.

The effect of non-accrual loans outstanding as of year-end
on interest income for the years 2001, 2000 and 1999 is
presented below:

2001 2000 1999

(In Thousands)
Contractual Interest Due $ 3,329 $2,043 $4,546
Interest Recognized (2,085) (1,600) 972)

Net Interest Foregone $ 1,244 $ 437 $3,574

Contractual interest due is based on original loan amounts.
Any partial charge-offs are not considered in the determination
of contractual interest due.




Restructured loans

The balance of restructured loans as of December 31,
2001, was $1.7 million compared to $5.0 million as of
December 31, 2000, representing a §3.3 mullion, or 65.7%,
decrease. The decline was primarily the result of the pay-off of
$2.3 million comprising four restructured loans during the year,
and the continuing monthly payments pursuant to the
restructured terms of the remaining loans. There were no loan
restructurings during the year ended December 31, 2001. A
loan is categorized as restructured if the original interest rate on
such loan, the repayment terms, or both, is modified due to
deterioration in the financial condition of the borrower.
Reestructured loans may also be put on a non-accrual status in
keeping with the Bank’s policy of classifying loans which are
90 days past due as to principal and/or interest. Restructured
loans which are non-accrual loans are not included in the
balance of restructured loans. As of December 31, 2001,
restructured loans consisted of two credits, down from six, as of
December 31, 2000. The weighted average vield of the
restructured loans as of December 31, 2001, was 10.01%.

As of December 31, 2001, there are no commitments to
lend additional funds to borrowers associated with restructured
loans.

The effect of restructured loans outstanding as of year-end
on interest income for the years ended December 31, 2001,
2000 and 1999 is presented below:

2001 2000 1999

(In Thousands)
Contractual Interest Due $218 $968 $993
Interest Recognized (199) (684) (764)

Net Interest Foregone $ 19 $284 $229

Other real estate owned

As of December 31, 2001, other real estate owned, net of
valuation allowance of $0.4 million, totaled $0.4 million,
representing a decrease of $0.6 million, from the balance of
$1.0 million, net of valuation allowance of $0.9 million, as of
December 31, 2000. As of December 31, 2001, OREO
consisted of one property in Los Angeles.

The following is an analysis of the change in OREO
(before valuation allowance) for the years as indicated:

Year ended
December 31,

2001 2000

(In Thousands)

Beginning Balance $ 1,926 $11,185
Additions 18 673
Dispositions (1,141)  (9,932)

Ending Balance, December 31, 2001 $ 803 % 1,926

The net gain realized on sales of OREQ for 2001 was
$475,000 compared to $1,841,000 for 2000.

The following table sets forth OREQ by type of property
as of the dates indicated:

December 31,

2001 2000
(In Thousands)
Property Type
Land $§ — § 471
Retail Facilities 803 803
Industrial Facilities / Building — 652
Less: Valuation Allowance (420)  (891)

Total OREO, Net $ 383 81,035

Impaired loans

A loan is identified as impaired when it is probable that
interest and principal will not be collected according to the
contractual terms of the loan agreement. Loan impairment is
measured by estimating the expected future cash flows and
discounting them at the respective effective interest rate or by
valuing the underlying collateral.

The following table discloses pertinent information as it
relates to the Company’s impaired loans as of and for the dates
indicated:

As of and for the Year Ended
December 31,

2001 2000 1999

(In Thousands)

Recorded Investment with
Related Allowance $28,734 3 9,598 $42,881

Recorded Investment with no

Related Allowance 273 3,778 4,003

Total Recorded Investment  $29,007 $13,376 $46,884
Allowance on Impaired Loans (5,224) (2,626) (5,806)

Net Recorded Investment in

Impaired Loans $23,783 $10,750 $41,078

Average Total Recorded

Investment in Impaired

Loans $23,516 $20,431 $46,479
Interest Income Recognized $ 239 §$ 1,221 § 538

Of the amount of interest income recognized in 2001,
2000 and 1999, no interest was recognized under the cash basis
method.

Management cannot predict the extent to which the
current economic environment, including the real estate
market, may improve or worsen, or the full impact such
environment may have on the Bank’s loan portfolio.
Furthermore, as the Bank’s primary regulators review the loan
portfolio as part of their routine, periodic examinations of the




Bank, their assessment of specific credits may affect the level of
the Bank’s non-performing loans. Accordingly, there can be no
assurance that other loans will not be placed on non-accrual,
become 90 days or more past due, have terms modified in the
future, or become OREOQO.

Allowance for Credit Losses

As of December 31, 2001, the balance of the allowance
for credit losses was $23.7 million, representing 2.09% of
outstanding loans and leases. This compares to an allowance for
credit losses of $19.4 million as of December 31, 2000,
representing 2.00% of outstanding loans and leases.

The provision for credit losses is an amount required to
maintain an allowance for credit losses that is adequate to cover
probable credit losses related to specifically identified loans as
well as probable credit losses inherent in the remainder of the
loan and lease portfolio. Management evaluates the loan
portfolio, the economic environment, historical loan loss
experience, collateral values and assessments of borrowers’
ability to repay in determining the amount of the allowance for
credit losses. The balance of the allowance for credit losses is an
accounting estimate of probable but unconfirmed losses in the
Bank’s loan portfolio as of December 31, 2001 and 2000. Such
an amount is based on ongoing, quarterly assessments of the
probable estimated losses inherent in the loan and lease
portfolio, and to a lesser extent, unused commitments to
provide financing. The Company’s methodology for assessing
the appropriateness of the allowance consists primarily of the

use of a formula allowance.

The formula allowance is calculated by applying loss

factors to outstanding loans and leases and certain unused
commitments, in each case based on the internal risk rating of
such loans, pools of loans, leases or commitments. Changes in
risk rating of both performing and nonperforming loans affect
the amount of the formula allowance. Loss factors are based on
the Company’s historical loss experience and may be adjusted
for significant factors that, in management’s judgement, affect
the collectibility of the portfolio as of the evaluation date. Loss
factors are described as follows:

» Problem graded loan loss factors represent percentages
which have proven accurate over time. Such factors are
checked against and supported by migration analysis
which tracks loss experience over a five-year period.

» Pass graded loan loss factors are based on the
approximate average annual net charge-off rate over an
eight-year period.

° Pooled loan loss factors (not individually graded loans)
are based on probable net charge-offs. Pooled loans are
loans and leases that are homogeneous in nature, such as
residential mortgage loans and small business loans.

The ratio of the allowance for credit losses to non-
performing and to restructured loans declined to 83.4% as of
December 31, 2001 from 88.2% as of December 31, 2000. As a
percentage of non-accrual loans, the allowance declined to
94.9% as of December 31, 2001 compared to 131.1% as of
December 31, 2000.




A detailed analysis of the Company’s allowance for credit losses, the recoveries on loans previcusly charged off, and the amount

of loans and leases charged off is summarized in the following table:

2001 2000 1999 1998 1997
(In Thousands)
Balance at Beginning of Year $19.426 $19,808 $19,381 $16,776 $16,209
Charge-offs:
Commercial 14,943 4,192 6,330 1,949 3,848
Real Estate 2,384 198 7 338 803
Installment & other — — — — 47
Total Charge-offs 17,327 4,390 6,337 2,287 4,698
Recoveries:
Commercial 601 1,680 417 901 491
R eal Estate 852 1,128 2,847 2,491 3,723
Installment & Other 4 — — — 51
Total Recoveries 1,457 2,808 3,264 3,392 4,265
Net Charge-offs (Recoveries) 15,870 1,582 3,073 (1,105) 433
Provision Charged to Operating Expenses 20,100 1,200 3,500 1,500 1,000
Balance at End of Year $23,656 $19,426 $19,808 $19,381 $16,776
Ratio of Net Charge-offs to Average Loans and Leases Qutstanding 1.49% 0.17% 0.36% N/A 0.07%
Allowance for Credit Losses to Year-End Loans and Leases 2.09% 2.00% 2.14% 2.46% 2.63%
Allowance for Credit Losses to Non-accrual Loans 94.85% 131.05% 44,49% 93.22%  170.59%

Allowance for Credit Losses to Non-performing and Restructured Loans 83.37% 88.23% 38.26% 60.55% 50.94%

Provision for Credit Losses Divided by Net Charge-offs 126.65%  75.85%  113.90% N/A 230.95%

Allowance for Credit Losses to Past Due Loans 88.70%  114.00% 44.49% 89.85%  133.02%
For the year 2001, there were net charge-offs of of this report and is set forth in the table below. These

$15.9 million compared to net charge-offs of $1.6 million in allocations are estimates based on historical loss experience and

2000. management’s judgment. The allocation of the allowance for
Although the Company does not normally allocate the credit losses is not necessarily an indication that the charge-offs

allowance for credit losses to specific loan categories, an will occur, or if they do occur, that they will be in the

allocation to the major categories has been made for purposes proportion indicated in the table.

December 31,

2001 2000 1999 1998 1997
(&) 2) ) 2 ) 2 ) &) ) 2)

(Dollars In Thousands)

Commercial $14,999 43.8% $11500 46.4% § 8,626 43.0% $ 9,834 39.2% § 6,538 36.5%
Real Estate—Construction 3,799  20.7 3,265 17.2 6,636  21.1 4,307 . 225 1,852 14.2
Real Estate—Conventional 4,418 32.2 4,147 31.9 4,078 31.9 4,669 33.5 7,478 432
Installment 1 —_ — — — — 1 — 1 —
Other Loans 237 1.8 310 2.7 257 2.2 337 2.8 372 3.8
Leveraged Leases 202 1.5 204 1.8 211 1.8 233 2.0 535 2.3
Total $23,656 100.0% $19,426 100.0% $19,808 100.0% $19,381 100.0% $16,776 100.0%

(1) Amount represents the allocated portion of the allowance for credit losses to the credit categories for each respective year.

(2) Percentage indicated represents the proportion of each loan category to total loans for each respective year.




Borrowers in the commercial loan category include
companies in the high technology and garment industries. In
the past year, high technology companies have been subject to
volatile capital markets and their ability to raise money to fund
operations has been affected which in turn affects their ability
to repay loans from the Company. The garment industry has
been affected by increasing competition and more recently, a
decline in retail sales, which could also affect the ability of
borrowers from the industry to repay. All borrowers are
affected by the strength of the economy. The weakness of the
economy in 2001, plus specific industry factors such as the
above, have resulted in an increase of problem credits and an

increase in the provision for credit losses.

Securities

The Company classifies its securities as held-to~maturity,
trading or available-for-sale. Securities classified as held-to-
maturity are those that the Company has the positive intent
and ability to hold until maturity. These securities are carried at
amortized cost.

Securities that are obtained and held principally for the
purpose of selling them in the near term are classified as trading
and are reported at fair value, with unrealized gains and losses
included in earnings. Equity securities received upon the
exercise of warrants and security distributions from venture
capital funds are classified as trading. As of December 31, 2000,

Security Classification

warrants with a fair value of $5,899,000 were included in

securities available-for-sale. The difference between fair value
and cost was included in other comprehensive income in the
amount of $5,899,000. The cost of the warrants was nominal.
This accounting was changed with the implementation of
SFAS 133 on January 1, 2001.

Securities that could be sold in response to changes in
interest rates, increased loan demand, liquidity needs, capital
requirements or other similar factors, are classified as securities
available-for-sale. These securities are carried at fair value, with
net unrealized gains or losses reflected net of tax in other
comprehensive income.

As of December 31, 2001, the Company recorded net
unrealized holding gains of $18,170,000 on its available-for-sale
portfolio. Included as a component of other comprehensive
income is $10,530,000, representing the net unrealized holding
gains, net of tax on the unrealized holding gains of the
available-for-sale portfolio. As of December 31, 2000, the
Company had recorded net unrealized holding gains of
$17,081,000 on its available-for-sale portfolio including
£5,899,000 associated with warrants from one company and
included $9,900,000 in other comprehensive income
representing the net unrealized holding gains, net of tax.

The following table discloses proceeds received and gross
gains / losses recognized from the sale of securities available-
for-sale for the years as indicated:

2001 2000

Proceeds Gain (Loss) Proceeds Gain (Loss)

(In Thousands)
Available-for-Sale

Included in the sale of securities in 2000 was the sale of
$15 million of debt issued by Finova Capital Corp. at a loss of
$6,388,000, of which $9 million of the proceeds were
reinvested in other Finova securities. In the third quarter of
2001, $11.4 million of payments from the restructuring of
Finova were received, resulting in the elimination of the book
value of the Finova securities previously held. In addition,

$116,229 $6,844 $(131)  $201,021 $55

$(10,396)

$4.5 million par value of new Finova senior secured notes
having a term of 8 years and a coupon rate of 7.5% were
received. In October, 2001, the $4.5 million Finova securities
were sold and a $1,788,000 gain was recognized. The Finova
securities were included in the balance of the available-for-sale

portfolio.



The following table summarizes the carrying value of the

Company’s securities held-to-maturity, securities available-for-

sale and trading securities for each of the past three years:

As of December 31, 2001, the fair value of the unsecured

corporate notes are as follows:

(In Millions)
December 31, Lehman Brothers $15.80
2001 2000 1999 Aristar (WAMU) 10.70
(In Thousands) Household Financial 10.55
Securities Held-to-Maturity CIT Group 10.48
U.S. Government Agencies $ — $ 1,025 § 1,294 Bear Stearns 10.33
Collaeralized Morcgage Ford Motor Credit 10.28
Obligations — — 6 Daimlerchrysler N.A. 6.25
Total $ — § 1,025 $ 1,300 Heller Financial 10.32
Securities Available-for-Sale American General Finance 5.16
U.S. Government Agencies ~ § 102,254 § 21,380 § 21,374 Countrywide Credit Corp 2.11
Mortgage Backed Securities 303,076 94262 170,771 Toul $91.98
Commercial Mortgage —
Backed Securities 170,363 72,402 30,278
Corporate Notes 91,976 85,875 58,571 The following table shows the contractual maturities of
Collateralized Mortgage securities as of December 31, 2001, and the weighted average
Obligations 313,778 266,701 158911 yields. The actual maturities of certain securities are expected to
Asset Backed Securities 104,922 305,551 237,002 be shorter than the contractual maturities. Trading account
FHLB StOCk_ ) 12,620 3,124 6,110 securities are excluded as the issues in portfolio are shares of
Other Securities — 6,088 — . . .
common stock and they are non-interest bearing with no stated
Total $1,098,989 $855,383  $683,017 maturity.
Trading Account Securities
Equity Issues $ 31§ 4637 $ 1,114
Total $ 31 % 4637 % 1,114
After One After Five
Within but but
One within within After
Year Five Years Ten Years Ten Years Total
Amount Yield Amount  Yield Amount  Yield Amount  Yield Amount  Yield
(Dollars in Millions)
Securities Available-for-
Sale
U.S. Government
Agencies $ — —% $101.52  5.00% $ — —% $ 073 347% §$ 10225 497%
Mortgage Backed
Securities — — — — 12.85 6.04 290.23 6.21 303.08 6.20
Commercial Mortgage
Backed Securities — — — — 45.88 6.71 124.48 5.83 170.36  6.07
Corporate Notes 1025 7.14 81.73 6.84 — — = — 9198 6.88
Collateralized
Mortgage
Obligations — — — — 7.82 7.02 305.96 6.27 313.78  6.29
Asset Backed Securities — — — — 0.60 7.33 104.32 6.80 10492 681
Other Securities 12.62 4.33 — — — — — — 12.62  4.33
Total $22.87 5.59% $183.25 5.81% $67.15 6.62%  $825.72 6.25% $1,098.99 6.18%




The following table summarizes the aggregate carrying
value and fair value of securities of any one issuer which
exceeds ten percent of stockholders’ equity as of December 31,
2001. The table excludes securities issued by the
U.S. Government.

Carrying Fair
Issuer Value Value

(In Thousands)

Bear, Stearns Commercial Mortgage $ 24,687 $ 25,263

Citicorp Mortgage Securities 20,223 20,651
Credit Suisse First Boston 20,896 20,819
GMAC Commercial Mortgage 20,892 20,390
Lehman Brothers Inc. 23,718 25,067
Norwest Capital 20,750 21,455

Total $131,166 $133,645

The above includes corporate notes, asset backed
securities, mortgage backed securities and collateralized
mortgage obligations. The rating of the corporate notes
included above is single-A. All other securities are rated

triple-A.

Other Investments

As of December 31, 2001, other investments totaled
$11.5 million. Included in the balance is $8.7 million of
investments in various venture capital funds that invest in
technology companies. As of December 31, 2001 undisbursed
commitments to invest in these various funds totaled
$6.7 million. In addition to seeking an appropriate return from
such investments, the Company seeks to use the investments to
increase its high technology banking business. Also included in
other investments is a 10% equity ownership in the beneficial
interests of an aircraft finance trust (‘AFT”) totaling
$6.1 million as of December 31, 2001, which amount excludes
an other comprehensive loss amount of $3.8 million. This
amount reduces the carrying value of AFT. AFT owns a
number of aircraft on lease to different lessees in various

countries. All of these partnership interests are accounted for by

the equity method. As previously indicated, AFT recorded a
$1.8 million impairment expense associated with the write-
down of the value of two of its aircraft. If there are further
impairment write-downs during the annual audit of AFT for
2001, such amounts would be recorded by the Company in the
first quarter of 2002.

Also included in other investments are investments made
by the Bank in corporations responsible for lending activities
qualifying under, among other things, the Community
Reinvestment Act. These investments totaled $0.5 million at
December 31, 2001. There are $0.9 million of undisbursed
commitments relating to one of these investments as of
December 31, 2001. These investments are accounted for by
the cost method.

Funding Sources
Deposits

The Company’s deposits totaled $1,827.9 million as of
December 31, 2001, representing a $153.4 million, or 9.2%,
increase over the $1,674.6 million total deposits as of
December 31, 2000. Interest bearing demand/saving deposits
and time deposits reflected growth of $71.3 and $71.9 million,
respectively, as of December 31, 2001 compared to
December 31, 2000. Included in time deposits are time
certificates of deposit of $100,000 or more which increased
$94.5 million. This deposit category includes $140 million from
the state of California as of December 31, 2001, representing a
$40 million increase from December 31, 2000. These deposits
are collateralized by collateralized mortgage obligations and
mortgage backed securities at 110%, as is required for all public
time deposits. Total deposits in the northern California
branches declined $25 million to $255 million as of
December 31, 2001 from $280 million as of December 31,
2000.

The following table discloses the deposit mix of the Bank
as of December 31, 2001, 2000 and 1999:

2001 2000 1999
% of Total % of Total % of Total
Deposit Balance Deposits Balance Deposits Balance Deposits
(In Thousands)
Demand $ 217,413 11.89% § 207,281 12.38% § 174,753 11.72%
Interest Bearing Demand 438,660 24.01% 389,347 23.25% 323,451 21.70%

Savings 91,418

5.00% 69,386 4.14% 78,050 5.24%
50.36% 826,157 49.34% 712,398 47.78%
8.74% 182,398 10.89% 202,159 13.56%

Time Certificates of Deposit of $100,000 or More 920,615
Other Time Deposits 159,821
Total Deposits $1,827,927

100.00%  $1,674,569 100.00%  $1,490,811 100.00%

During 2001, average deposits increased to $1,710.8 million from $1,634.9 million during 2000, representing an increase of

$75.9 million, or 4.6%.




The following two tables set forth the average amount,

the percentage to total average deposits and the average rate

paid on each of the following deposit categories for the years
ended December 31, 2001, 2000, 1999, 1998 and 1997:

2001 2000 1999
Weighted Weighted Weighted
Average Average Average Average Average Average
Amount Ratio Rate Amount  Ratio Rate Amount  Ratio Rate

(Dollars in Thousands)

Total

The growth of deposits from the Company’s customers
reflects the continuing tradition of personalized services. There
are no brokered deposits outstanding. The Company believes
that the majority of its deposit customers have strong ties to the
Bank. Although the Company has a significant amount of time
certificates of deposit of $100,000 or more having maturities of

Deposits
Noninterest-bearing Demand
Deposits $ 195,929 11% —% $ 190,863 12% —% $ 164,620 11.41% —%
Interest-bearing Demand
Deposits 367,411 21% 2.00 395,362 24% 3.53 299,588  20.77% 2.56
Saving Deposits 70,898 4% 1.31 74,324 5% 2.46 82,356 571%  2.20
Time Deposits 1,076,578 63% 4.58 974,346 60% 5.45 895,875  62.11% 4.57
Total $1,710,816  100.00% 3.80% $1,634,895  100.00% 4.77%  $1,442,439  100.00%  3.94%
1998 1997
Weighted Weighted
Average Average Average Average
Amount  Ratio Rate Amount  Ratio Rate
(Dollars in Thousands)
Deposits
Noninterest-bearing Demand Deposits $ 148,436  10.89% —% % 140,761  11.34% —%
Interest-bearing Demand Deposits 262,281 19.23 2.63 228,819 18.43 2.29
Saving Deposits 86,776 6.36 2.58 110,628 8.91 274
Time Deposits 866,229  63.52 5.10 761,277 61.32 5.07

$1,363,722  100.00% 4.38% $1,241,485  100.00% 4.26%

one year or less, the depositors have generally renewed their
deposits in the past at their maturity. Accordingly, the
Company believes its deposit source to be stable. The
following table is indicative of the length of the relationship of
depositors of time certificates of deposit of $100,000 or more
with the Bank as of December 31, 2001 and 2000:

2001 2000

No. of No. of
Amount Accounts Amount Accounts

(Dollars in Thousands)
3 Years or more
2-3 Years
1-2 Years
Less than 1 Year

Total Deposits

$721,597 3,003 $626,200 2,787

51,357 318 55,750 282
72,313 347 70,092 378
75,348 355 74,115 392

$920,615 4,023 $826,157 3,839




The maturity schedule of time certificates of deposit of
$100,000 or more as of December 31, 2001 is as follows:

Amount

(In Thousands)
3 Months or Less $467,350
Over 3 Months Through 6 Months 187,097
Over 6 Months Through 12 Months 254,018
Over 12 Months 12,150
Total $920,615

Other Borrowings

As of December 31, 2001, the Bank had obtained
advances from the Federal Home Loan Bank of San Francisco
(the “FHLB") totaling $252.4 million, up $227.4 million from
December 31, 2000. The advances are under an existing line of
credit whereby the FHLB has granted the Bank a line of credit
equal to 25 percent of its assets. The following relates to the
outstanding advances as of December 31, 2001:

Weighted

Average
Maturity Amount  Interest Rate
(In Thousands)
Within 90 days — —
Within 90-365 days § 25,000 4.93%
1-2 year 195,400 3.92%
2-3 years 32,000 5.07%

$252,400 4.16%

The FHLB advances are secured by real estate mortgage
loans and securities. As of December 31, 2001 and 2000, the
carrying value of the real estate mortgage loans was
approximately $73.2 million and $89.9 million, respectively. In
addition to the FHLB advances, the loans are also
collateratizing outstanding letters of credits.

Other borrowings also includes subordinated debt which
is comprised of 2 $40 million public offering issuance of 8.375%
subordinated notes due August 1, 2007. Proceeds of
$38.7 million, net of underwriting discount of $1.3 million,
were received by the Company at date of issuance in July,
1997. The discount is amortized as a yield adjustment over the

10-year life of the notes.

Capital Resonrces

Stockholders’ equity totaled $206.3 million as of
December 31, 2001, an increase of $18.5 million, or 9.9%,
from $187.8 million as of December 31, 2000.

As more fully described in the preceding section entitled
Other Investments, the Bank has an investment in an aircraft
finance trust (“AFT"). As of September 30, 2001, AFT
reflected $37.7 million of other comprehensive loss of which

10% is part of the Bank’s investment as of December 31, 2001.

Accordingly, there is included in other comprehensive income
a $2.2 million charge, which is net of taxes of $1.6 million.

On December 20, 1999, the Board of Directors
authorized a stock repurchase program approving the buy-back
of up to $10 million of the Company’s stock. This program
was completed on April 25, 2001. 384,154 shares were
repurchased for a total of $10 million at an average cost per
share of $26.03.

In February 2001, the Board of Directors authorized a
stock repurchase program approving the buy-back of up to
500,000 shares of the Company’s stock. As of December 31,
2001, 403,000 shares had been repurchased at an average cost
of $26.82 per share for a total of $10.8 million under this
program.

In 2001, the total of the repurchased shares was 618,183 at
a cost of $17.1 million or an average cost per share of $27.63.

On October 11, 2001, the Board of Directors authorized
another stock repurchase program approving the buy-back of
up to 300,000 shares of the Company’s stock under conditions
which allow such repurchases to be accretive to earnings.

For the year ended December 31, 2001 and 2000, the
ratio of the Company’s average stockholders’ equity to average
assets was 9.60% and 8.12%, respectively.

Management is committed to maintaining capital at a
sufficient level to assure shareholders, customers and regulators
that the Company is financially sound. Risk—based capital
guidelines issued by regulatory authorities in 1989 assign risk
weightings to assets and off-balance sheet items. The guidelines
require a minimum Tier 1 capital ratio of 4% and a minimum
total capital ratio of 8%. Tier 1 capital consists of common
stockholders’ equity and non—cumulative perpetual preferred
stock, less goodwill and nonqualifying intangible assets, while

~ total capital includes other elements, primarily cumulative

perpetual, long—term and convertible preferred stock,
subordinated and mandatory convertible debt, plus the
allowance for loan losses, within limitations. The unrealized
gain/loss on debt securities available-for-sale, net of tax, is not
included in either Tier 1 or the total capital computation;
however, the unrealized gain / loss on equity securities is
included in Tier 1 or Tier 2 as appropriate, subject to
limitations.

In addition, a minimum Tier 1 leverage ratio of 3% is
required for the highest rated banks. All other state nonmember
banks, must meet 2 minimum leverage ratio of not less than
4%. This ratio is defined as Tier 1 capital to average total assets,
net of nonqualifying intangible assets, for the most recent
quarter.

During 1992, pursuant to the Federal Deposit Insurance
Corporation Improvement Act (“FDICIA”), the federal
banking regulators set forth the definitions for “adequately
capitalized” and “well capitalized” institutions. An “adequately
capitalized” institution is one that meets the minimum
regulatory capital requirements. A “well capitalized” institution
is one with capital ratios as shown in the following table. As of




December 31, 2001, the Company’s and the Bank’s Tier 1 risk
based capital, total risk based capital and leverage ratios
exceeded the “well capitalized” ratio requirements as follows:

GBC Bancorp General Bank PIZS;E?O[; Ca;)i(i;llilzed
Amount Ratio Amount Ratio Requirements Requirements
(In Thousands)
Tier 1 $196,227 10.70% $207,010 11.38% 4% 6%
Total $258,428 14.09% $229,766 12.63% 8% 10%
Leverage Ratio $196,227  8.73% $207,010  9.25% 4% 5%

GBC Bancorp Executive Obligation Trust (the “Trust”)

In the first quarter, 2000, the Company entered into a
trust agreement providing for the Trust with Union Bank of
California as trustee. In March of 2000, shares of Company
stock totaling 71,007 at a cost of $1,571,000 were issued and
transferred to the Trust representing the earned deferred
compensation payable in connection with the stock retention
program set forth in the employment agreement among the
Company, the Bank and Li-Pei Wu effective as of January 1,
1998. In January of 2001, 25,928 shares of Company stock at a
cost of $903,000 were issued and transferred to the Trust
representing the earned deferred compensation for the year
2000. In February of 2002, 3,345 shares were issued and
transferred to the Trust representing the earned deferred
compensation for the year 2001. Also in February of 2002, a
distribution of 21,674 shares out of the Trust was made in
accordance with the employment agreement between Mr. Wu,
GBC Bancorp and the Bank.

In the consolidated financial statements, the shares held in
the Trust are reduced from common stock and included as a
separate component of stockholders’ equity. As of
December 31, 2001, this amount was $2,474,000 representing
the cost of the 96,935 shares held in the Trust.

Asset Liability and Market Risk Management
Liquidity

Liquidity measures the ability of the Company to meet
fluctuations in deposit levels, to fund its operations and to
provide for customers’ credit needs. Liquidity is monitored by
management on an on-going basis. Asset liquidity is provided
by cash and short-term financial instruments, which include
federal funds sold and securities purchased under agreements to
resell, unpledged securities held to maturity and maturing
within one year and unpledged securities available-for-sale.
These sources of liquidity amounted to $823.9 million, or
34.8%, of total assets as of December 31, 2001 compared with
$785.0 million, or 39.9%, of total assets as of December 31,
2000.

To further supplement its liquidity, the Company has
established federal funds lines with correspondent banks and

three master repurchase agreements with major brokerage
companies. In August, 1992, the FHLB granted the Bank a line
of credit equal to 25 percent of assets with terms up to

360 months. As of December 31, 2001, the Company has
$252.4 million outstanding under this financing facility
representing 10.7% of total assets. Management believes its
liquidity sources to be stable and adequate.

As of December 31, 2001, total loans and leases
represented 62.0% of total deposits. This compares to 57.9% as
of December 31, 2000.

The liquidity of the parent company, GBC Bancorp, and
also indirectly its non-bank subsidiary, is primarily dependent
on the payment of cash dividends by its subsidiary, the Bank,
subject to the limitations imposed by the Financial Code of the
State of California. For 2001, the Bank declared $12.8 million
of cash dividends to GBC Bancorp. As of December 31, 2001,
approximately $45.5 million of undivided profits of the Bank
are available for dividends to the Company, subject to the
subordinated debt covenant restrictions.

“GAP” measurement

While no single measure can completely identify the
impact of changes in interest rates on net interest income, one
gauge of interest rate sensitivity is to measure, over a variety of
time periods, contractual differences in the amounts of the
Company’s rate sensitive assets and rate sensitive liabilities.
These differences, or “gaps”, provide an indication of the
extent that net interest income may be affected by future
changes in interest rates. However, these contractual “gaps” do
not take into account timing differences between the repricing
of assets and the repricing of liabilities.

A positive gap exists when rate sensitive assets exceed rate
sensitive liabilities and indicates that a greater volume of assets
than liabilities will reprice during a given period. This
mismatch may enhance earnings in a rising rate environment
and may inhibit earnings when rates decline. Conversely, when
rate sensitive liabilities exceed rate sensitive assets, referred to as
a negative gap, it indicates that a greater volume of liabilities
than assets will reprice during the period. In this case, a rising
interest rate environment may inhibit earnings and declining
rates may enhance earnings.




“Gap” reports are originated as a means to provide
management with a tool to monitor repricing differences, or
“gaps”, between assets and liabilities repricing in a specified
period, based upon their underlying contractual rights. The use
of “gap” reports is thus limited to a quantification of the
“mismatch” between assets and liabilities repricing within a
unique specified timeframe. Contractual “gap” reports cannot
be used to quantify exposure to interest rate changes because
they do not take into account timing differences between

repricing assets and liabilities and changes in the amount of

prepayments.

As of December 31, 2001, there is a cumulative one year
negative “gap” of $663.6 million, down from $667.8 million as
of December 31, 2000.

The following table indicates the Company’s interest rate
sensitivity position as of December 31, 2001, and is based on
contractual maturities and repricing dates. It may not be
reflective of positions in subsequent periods.

December 31, 2001

INTEREST SENSITIVITY PERIOD

Over
0 to 91 to 1 Year to Over Non-Interest
90 Days 365 Days 5 Years 5 Years Earning/Bearing Total
(In Thousands)
Earning Assets
Securities Available-for-Sale $ 17,225 $ 10,244 § 183,251 $ 888,269 $ —_ $1,098,989
Trading Account Securities — — — — 31 31
Federal Funds Sold & Securities Purchased
Under Agreement to Resell 90,000 — - — — 90,000
Loans and Leases (1) (2) 815,035 25,669 131,641 135,604 — 1,107,949
Non-Earning Assets (2) — —_— — — 70,274 70,274
Total Assets $ 922,260 $ 35913 $ 314,892 $1,023,873 $ 70,305 $2,367,243
Source of Funds for Assets
Deposits:
Demand—Non-interest Bearing $ — $ — $ — $ — $ 217,413 $ 217,413
Interest Bearing Demand 438,660 — — — — 438,660
Savings 91,418 — — — — 91,418
TCD’S Under $100,000 34,096 74,162 1,563 — — 159,821
TCD’S $100,000 and Over 467,350 441,115 12,150 — — 920,615
Total Deposits $1,081,524 $ 515,277 $ 13,713 $ — $ 217,413 $1,827,927
Borrowings from the Federal Home Loan
Bank $ — % 25,000 $ 227,400 $ — $ — $ 252,400
Subordinated Debt — — — 39,269 — 39,269
Other Liabilities — — — — 41,329 41,329
Stockholders’ Equity — — — — 206,318 206,318
Total Liabilities and Stockholders’
Equity $1,081,524 $ 540,277 $ 241,113 § 39,269 $ 465,060 $2,367,243
Interest Sensitivity Gap $ (159,264)  $(504,364) § 73,779 $ 984,604 $(394,755)
Cumulative Interest Sensitivity Gap $ (159,264) §$(663,628) $(589,849) $ 394,755 —
Gap Ratio (% of Total Assets) —6.7% -21.3% 3.1% 41.6% -16.7%
Cumulative Gap Ratio -6.7% —28.0% -24.9% 16.7% 0.0%

(1) Loans and leases are before unamortized deferred loan fees and allowance for credit losses.

(2) Non-accrual loans are included in non-earning assets.

Effective asset/liability management includes maintaining
adequate liquidity and minimizing the impact of future interest
rate changes on net interest income. The Company attempts to
manage its interest rate sensitivity on an on-going basis through
the analysis of the repricing characteristics of its loans,

securities, and deposits, and managing the estimated net interest
income volatility by adjusting the terms of its interest-earning
assets and liabilities, and through the use of derivatives as
needed.
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December 31, 2001

Over
1 Year
Oto 91 to to Over Average
90 Days 365 Days 5 Years 5 Years Total Int Rate (2)  Fair Value

(In Thousands)
Interest-sensitive Assets:
Securities Available-for-Sale § 75,010 $207,053 $592,401 $224,525 °$1,098,989 6.18% $1,098,989
Federal Funds Sold & Securities
Purchased Under Agreements to

Resell 90,000 — — — 90,000 1.72 90,000
Loans and Leases (1) 815,035 25,669 131,641 135,604 1,107,949 6.26 1,111,436
Total Interest-earning Assets $980,045 $232,722 $724,042 $360,129 $2,296,938 $2,300,425 29
Interest-sensitive Liabilities:
Deposits:
Interest Bearing Demand § 22,160 $ 66,482 $219,103 $130,915 $ 438,660 1.45% $ 438,660
Savings 2,285 6,856 27,426 54,851 91,418 1.10 91,418
Time Certificates of Deposit 551,446 515,276 13,714 — 1,080,436 3.08 1,084,550
Total Deposits $575,891 $588,614 $260,243 $185,766 $1,610,514 $1,614,628
Borrowing from FHLB $ — § 25,000 $227,400 § — § 252,400 4.72% 256,306
Subordinated Debt — — — 39,269 39,269 8.38 38,469
Total Interest-sensitive Liabilities  $575,891 $613,614 $487,643 $225,035 $1,902,183 $1,909,403

(1) Loans and leases are net of non-accrual loans and before unamortized deferred loan fees and allowance for credit losses.
(2) The average interest rate relates to the year for the category of asset/liability indicated as of December 31, 2001. The rate for the
subordinated debt is the stated rate of the debt outstanding as of December 31, 2001.




The following table shows the Company’s financial
instruments that are sensitive to changes in interest rates,

December 31, 2000

categorized by their expected maturity, and the fair value of

these instruments as of December 31, 2000:

Over
1 Year
0to 91 to to Over Average
90 Days 365 Days 5 Years 5 Years Total Int Rate (2)  Fair Value
(In Thousands)
Interest-sensitive Assets:
Securities Available for Sale $ 56,608 $145,382 $505,131 $148,262 §$ 855,383 7.34% $ 855,383
Securities Held to Maturity 1,025 — — — 1,025 6.55 968
Federal Funds Sold & Securities
Purchased Under Agreements to
Resell 75,000 — — — 75,000 6.38 75,000
Loans and Leases (1) 694,476 27,498 121,583 110,643 954,200 10.00 928,296
Total Interest-earning Assets $827,109 $172,880 $626,714 $258,905 $1,885,608 $1,859,647
[nterest-sensitive Liabilities:
Deposits:
Interest Bearing Demand $ 13,474 § 40,423 $258,431 § 77,019 § 389,347 3.64% § 389,347
Savings 2,313 6,939 46,257 13,877 69,386 2.48 69,386
Time Deposit of Certificates 552,454 448,516 7,585 — 1,008,555 5.77 1,009,023
Total Deposits $568,241 8495,878 $312,273 § 90,896 $1,467,288 $1,467,756
Federal Funds Purchased & Securities
Sold Under Repurchased Agreements  § — % — — 3 —  $ — $ —
30 Borrowing from FHLB $ 10,000 $ 10,000 $ 5,000 $ — $ 25,000 488% § 24,994
— Subordinated Debt — — — 39,138 39,138 8.38 31,938
Total Interest-sensitive Liabilities  $578,241  $505,878 $317,273 $130,034 $1,531,426 $1,524,688

(1) Loans and leases are net of non-accrual loans and before unamortized deferred loan fees and allowance for credit losses.

(2) The average interest rate relates to the year for the category of asset/liability indicated as of December 31, 2000. The rate for the

subordinated debt is the stated rate of the debt outstanding as of December 31, 2000.

Expected maturities of assets are contractual maturities
adjusted for projected payment based on contractual
amortization and unscheduled prepayments of principal as well
as repricing frequency. Expected maturities for deposits are
based on contractual maturities adjusted for projected rollover
rates and changes in pricing for non-maturity deposits. The
Company utilizes assumptions supported by documented
analysis for the expected maturities of its loans and repricing of
its deposits and relies on third party data providers for
prepayment projections for amortizing securities. The actual
maturities of these instruments could vary significantly if future
prepayments and repricing differ from the Company’s
expectations based on historical experience.

The Company uses a compurer simulation analysis in an
attempt to predict changes in the yields earned on assets and the
rates paid on Habilities in relation to changes in market interest
rates. The net interest income volatility and market value of
equity volatility reports measure the exposure of earnings and
capital, respectively, to immediate incremental changes in
market interest rates as represented by the prime rate change of

100 to 200 basis points. Market value of equity is defined as the
present value of assets minus the present value of liabilities and
off- balance sheet contracts. The table below shows the .
estimated impact of changes in interest rates on net interest
income and market value of equity, as of December 31, 2001:

Net Interest Market Value
Change Income Of Equity
In Interest Volatility Volatility
Rates December 31, December 31,
(Basis Points) 2001 (1) 2001 (2)
+200 4.8% ~14.3%
+100 2.8% ~7.5%
100 5.5% 3.6% :
=200 ~14.3% 0.8%

(1) The percentage change in this column represents net interest
income of the Company for 12 months in a stable interest rate 1
environment versus the net interest income in the various rate
scenarios

(2) The percentage change in this column represents net portfolio
value of the Company in a stable interest rate environment versus
the net portfolio value in the various rate scenarios

e |



The Company’s primary objective in managing interest

rate risk is to minimize the adverse effects of changes in interest
rates on earnings and capital. In this regard, the Company has
established internal risk limits for net interest income volatility
given a 100 and 200 basis point decline in rates of 10% and
15%, respectively, over a twelve-month horizon. Similarly, risk
limits have been established for market value of equity volatility
in response to a 100 and 200 basis point increase in rates of 10%
and 15%, respectively.

Forward-Looking Statements

Certain statements contained herein, including, without
limitation, statements containing the words “believes,”
“intends,” “should”, “expects” and words of similar import,
constitute “forward-looking statements” within the meaning of
the Private Securities Litigation Reform Act of 1995. Such
forward-looking statements involve known and unknown risks,
uncertainties and other factors that may cause the actual results,
performance or achievements of the Company to be materially
different from any future results, performance or achievements
expressed or implied by such forward-looking statements. Such
factors include, among others, the following: general
economics and business conditions in those areas in which the
Company operates; demographic changes; competition;
fluctuations in interest rates; changes in business strategy or
development plans; changes in governmental regulation; credit
quality; and other factors referenced herein, including, without
limitation, under the captions Provision for Credit Losses,
Non-Performing Assets, Allowance for Credit Losses, Market
Risk, Liquidity, Interest Rate Sensitivity, Recent Accounting
Developments and Other Matters. Given these uncertainties,
the reader is cautioned not to place undue reliance on such
forward-looking statements. The Company disclaims any
obligation to update any such factors or to publicly announce
the results of any revisions to any of the forward-looking
statements concained herein to reflect future events or
developments.

Recent Accounting Developments

In July 2001, the Financial Accounting Standards Board
(the “FASB”) issued SFAS No. 141, “Business Combinations”,
and SFAS No. 142, “Goodwill and Other Intangible Assets.”
SEAS No. 141 requires that the purchase method of accountdng
be used for all business combinations initiated after June 30,
2001 as well as all purchase method business combinations
completed after June 30, 2001. SFAS No.141 also specifies
criteria intangible assets acquired in a purchase method business
combination must meet to be recognized and reported apart

from goodwill.

SFAS No.142 will require that goodwill and intangible
assets with indefinite useful lives no longer be amortized, but
instead tested for impairment at least annually in accordance
with the provisions of SFAS No.142. SFAS No.142 will also
require that intangible assets with definite useful lives be
amortized over their respective estimated useful lives to their
estimated residual values, and reviewed for impairment in
accordance with SFAS No.144, “Accounting for the
Impairment or Disposal of Long-lived Assets”. As permitted by
SFAS No.142, the Company plans to adopt the new standard
in the first quarter of the fiscal year 2002. Upon adoption of
SFAS No.142, the Company will be required to reassess the
useful lives and residual values of all intangible assets acquired in
purchase business combinations, and make any necessary
amortization period adjustments and/or impairment
adjustments. Any impairment loss will be measured as of the
date of adoption and recognized as the cumulative effect of a
change in accounting principle in the first interim period.
Beginning on January 1, 2002, amortization of goodwill and
intangibles with indefinite lives will cease. It is not anticipated
that the adoption of this statement will have a material effect on
the Company.

In June 2001, the FASB issued SFAS No. 143,
“Accounting for Asset Retirement Obligations,” which
requires that the fair value of a liability for an asset redrement
obligation be recognized in the period in which it is incurred if
a reasonable estimate of fair value can be made. The associated 31
asset retirement costs would be capitalized as part of the
carrying amount of the long-lived asset and depreciated over
the life of the asset. The liability is accreted at the end of each
period through charges to operating expense. If the obligation
is settled for other than the carrying amount of the liability, the
Company will recognize a gain or loss on settlement. Two
provisions of SFAS No.143 are effective for fiscal years
beginning after June 15, 2002. The adoption of this statement
is expected to have no impact on the Company.

In August 2001, the FASB issued SFAS No.144,
“Accounting for the Impairment or Disposal of Long-lived
Assets.” For long-lived assets to be held and used, SFAS
No.144 retains the requirements of SFAS No.121 to
{a) recognize an impairment loss only if the carrying amount of
a long-lived asset is not recoverable from its undiscounted cash
flows and (b) measure an impairment loss as the difference
between the carrying amount and fair value. Further, SFAS
No.144 eliminates the requirement to allocate goodwill to
long-lived assets to be tested for impairment, describes a
probability-weighted cash flow estimation approach to deal
with situations in which alternative courses of action to recover
the carrying amount of long-lived asset are under consideration
or a range is estimated for the amount of possible future cash
flows, and establishes a “primary-assets” approach to determine
the cash flow estimation period. For long-lived assets to be
disposed of other than by sale (e.g., assets abandoned,
exchanged or distributed to owners in a spin off), SFAS
No.144 requires that such assets be considered held and used




until disposed of. Further, an impairment loss should be
recognized at the date an asset is exchanged for a similar
productive asset or distributed to owners in a spin off if the
carrying amount exceeds its fair value. For long-lived assets to
be disposed of by sale, SFAS No.144 retains the requirement of
SFAS No.121 to measure a long-lived asset classified as held for
sale at the lower of its carrying amount or fair value less cost to
sell and to cease depreciation. Discontinued operations would
no longer be measured on a net realizable value basis, and
future operating losses would no longer be recognized before
they occur. SFAS No.144 broadens the presentation of
discontinued operations to include a component of an entity,
establishes criteria to determine when a long-lived asset is held
for sale, prohibits retroactive reclassification of the asset as held
for sale at the balance sheet date if the criteria are met after the
balance sheet date but before issue of the financial statements,
and provides accounting guidance for the reclassification of an
asset from “held for sale” to ‘held and used”. The provisions of

SFAS No.144 are effective for fiscal years beginning after
December 15 2001. Management has not yet determined the
impact, if any, of adoption of SFAS No.144.

Other Matters

On October 11, 2001, General Bank and Liberty Bank
and Trust Co. of Boston (“Liberty”} announced the approval
by their respective boards of directors of an agreement for
General Bank to acquire all the outstanding shares of Liberty.
Liberty is a state chartered commercial bank operating two
branches in Boston with a combined total asset of $37.2 million
as of December 31, 2001. The purpose of the acquisition is to
expand the Bank’s banking activities to the major Asian-
American markets in the country. The acquisition has been
approved by the appropriate regulatory agencies and the
transaction consummated on February 28, 2002, at a cost of
$11.9 million.




SELECTED FINANCIAL DATA

Year Ended December 31,
2001 2000 1999 1998 1997
(Dollars in Thousands, Except Per Share Data)
Results of Operations
Interest Income $ 155,478 § 163,121 § 130,261 § 125,991 $ 110,896
Interest Expense 66,552 74,679 56,283 57,018 49,423
Net Interest Income before Provision for Credit Losses 88,926 88,442 73,978 638,973 61,473
Provision for Credit Losses 20,100 1,200 3,500 1,500 1,000
Net Interest Income after Provision for Credit Losses 68,826 87.242 70,478 67,473 60,473
Non-Interest Income 15,646 21,755 10,544 7,863 6,639
Non-Interest Expense 42,282 46,861 32,702 30,430 26,373
Income Before Income Taxes 42,190 62,136 48,320 44,906 40,739
Provision for Income Taxes 14,550 23,660 18,332 16,764 14,305
Income before Cumulative Effect of a Change in Accounting Principle and
Extraordinary Item . 27,640 38,476 29,988 28,142 26,434
Cumulative Effect of a Change in Accounting Principle and Extraordinary
[rem (1) 4,962 — — — (488)
Net Income $ 32,602 $ 38476 § 29988 § 28,142 § 25946
Balance Sheet Data as of December 31
Assets $2,367,243  £1,969,109 $1,744,200 $1,680,824 $1,509,437
Loans and Leases, Net 1,101,633 945,512 902,000 763,650 617,605
Securities Available-for-Sale 1,098,989 855,383 683,017 724,172 643,660
Securities Held-to-Maturity —_ 1,025 1,300 24,616 58,045
Deposits 1,827,927 1,674,569 1,490,811 1,380,903 1,291,832
Stockholders’ Equity 206,318 187,782 133,038 163,030 146,323
Per Share Data (2)
Earnings Per Share
Income Before Cumulative Effect of a Change in Accounting Principle/
Extraordinary ltem
Basic $ 237 ¢ 333 0§ 241§ 200 8 1.93
Diluted 2.36 3.26 2.37 1.96 1.87
Cumulative Effect of a Change in Accounting Principle/Extraordinary item
Basic 0.42 — — — 0.03)
Diluted 0.42 — — — 0.03)
Net Income )
Basic $ 2.79 § 333 % 241§ 200 § 1.90
Diluted 2.78 3.26 2.37 1.96 1.84
Cash Dividends Declared 0.48 0.39 0.33 0.30 0.24
Year End Book Value 17.98 16.25 11.55 11.89 10.46
Average Shares Outstanding
Basic (In 000's) 11,673 11,554 12,430 14,049 13,733
Diluted (In 000’s) 11,748 11,813 12,672 14,345 14,134
Financial Ratios
Return on Average Assets 1.54% 2.01% 1.75% 1.76% 1.82%
Return on Average Stockholders” Equity 16.05 24.80 20.48 17.59 20.03
Average Stockholders’ Equity to Average Assets 9.60 8.12 8.57 10.01 9.11
Net Interest Margin (3)(4) 4.32 4.81 4.46 4.46 4.54
Net Charge-Offs (Net Recoveries) to Average Loans and Leases 1.49 0.17 0.36 (0.15) 0.07
Nonperforming Assets to Year End Loans and Leases, Net, Plus Other Real
Estate Owned, Net (5) 2.61 2.44 6.59 5.05 6.52
Allowance for Credit Losses to Year End Loans and Leases 2.09 2.00 2.14 2.46 2.63
Cash Dividend Payout (6) 17.16 11.73 13.45 14.97 12.75

(1) The results of the year 2001 included $4,962,000 representing the cumulative effect of a change in accounting principle, net of
taxes. The results of the year 1997 included $488,000 extraordinary loss, net of taxes, representing a prepayment premium for the

early extinguishment of debt.

(2) Per share data has been restated where applicable for the two for one stock split to shareholders of record on April 30, 1998, and

issued and distributed on May 15, 1998.

(3) Tax-exempt interest income is not adjusted to a fully taxable equivalent basis.
(4) Computed as net interest income before provision for credit losses divided by average earning assets.
(5) Non-performing assets include loans 90 days past due still accruing, non-accrual loans, restructured loans and other real estate

owned, net,

(6) Cash dividend payoff is computed based on the dividends declared divided by net income for the applicable year.




CONSOLIDATED BALANCE SHEETS

December 31,

2001 2000
(In Thousands)
ASSETS
Cash and Due From Banks $ 33,034 § 40,306
Federal Funds Sold and Securities Purchased Under Agreements to Resell 90,000 75,000
Cash and Cash Equivalents 123,034 115,306
Securities Available-for-Sale at Fair Value (Amortized Cost of $1,080,819 and $838,302 at December 31,

2001 and 2000, respectively) 1,098,989 855,383
Securities Held-to-Maturity (Fair Value of $968 at December 31, 2000) — 1,025
Trading Securities 31 4,637
Loans and Leases 1,132,889 969,023
Less: Allowance for Credit Losses (23,656) (19,426)

Deferred Loan Fees (7,600) (4,085)
Loans and Leases, Net 1,101,633 945,512
Bank Premises and Equipment, Net 6,382 5,578
Other Real Estate Owned, Net 383 1,035
Due From Customers on Acceptances 6,471 6,304
Real Estate Held for Investment 2,129 3,826
Other Investments 11,509 15,444
Accrued Interest Receivable and Other Assets 16,682 15,059

Total Assets $2,367,243 81,969,109
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits:

Demand $ 217,413 § 207,281

Interest Bearing Demand 438,660 389,347

Savings 91,418 69,386

Time Certificates of Deposit of $100,000 or More 920,615 826,157

Other Time Deposits 159,821 182,398

Total Deposits 1,827,927 1,674,569
Borrowings from the Federal Home Loan Bank 252,400 25,000
Subordinated Debt 39,269 39,138
Acceptances Qutstanding 6,471 6,304
Accrued Expenses and Other Liabilities 34,858 36,316

Total Liabilities 2,160,925 1,781,327
Stockholders’ Equity
Common Stock, No Par or Stated Value; 40,000,000 Shares Authorized; 11,477,394 (net of

96,935 shares held in Trust) and 11,557,727 (net of 71,007 shares held in Trust) shares issued and

outstanding at December 31, 2001 and 2000, respectively $ 71,316 § 62,054
Retained Earnings 124,196 114,266
Accumulated Other Comprehensive Income 8,332 9,891
Deferred Compensation 2,474 1,571

Total Stockholders’ Equity 206,318 187,782

Total Liabilities and Stockholders’ Equity $2,367,243  $1,969,109

See Accompanying Notes to Consolidated Financial Statements.




CONSOLIDATED STATEMENTS OF INCOME

For the Year Ended
December 31,

2001 2000 1999
(In Thousands, Except per Share Amounts)
INTEREST INCOME
Loans and Leases, Including Fees $ 90,719 $101,434 § 81,331
Securities Available-for-Sale 61,736 53,208 45,227
Securities Held-to~Maturity 33 73 444
Federal Funds Sold and Securities Purchased under Agreements to Resell 2,969 8,384 3,255
Other 21 22 4
Total Interest Income 155,478 163,121 130,261
INTEREST EXPENSE
Interest Bearing Demand Deposits 7,354 13,961 7,658
Savings Deposits 932 1,827 1,809
Time Deposits of $100,000 or More 41,612 43232 30,816
Other Time Deposits 7,694 9,843 10,094
Federal Funds Purchased and Securities Sold under Repurchase Agreements 27 62 70
Borrowings from the Federal Home Loan Bank ) 5,452 2,273 2,355
Subordinated Debt 3,481 3,481 3,481
Total Interest Expense 66,552 74,679 56,283
Net Interest Income 88,926 88,442 73,978
Provision for Credit Losses 20,100 1,200 3,500
Net Interest Income after Provision for Credit Losses 68,826 - 87,242 70,478
NON-INTEREST INCOME
Service Charges and Commissions 7,875 8,237 7,762
Gain on Sale of Securities Available-for-Sale, Net 6,713 — —
Gain on Sale of Fixed Assets 38 7 22
Trading Account (Losses) Gains 1,958 13,013 1,525
(Loss) Income from Other Investments (2,796) 145 670
Other 1,858 353 565
Total Non-Interest Income 15,646 21,755 10,544
NON-INTEREST EXPENSE
Salaries and Employee Benefits 20,410 22,306 19,577
Occupancy Expense 3,565 3,324 3,204
Furniture and Equipment Expense 2,160 2,059 1,980
Loss on Sale of Securities Available-for-Sale, Net —_ 10,341 751
Net Other Real Estate Owned (Income)Expense (397) (1,309) 18
Other ’ 9,782 10,140 7,172
Reduction of Fair Value of Derivatives 6,762 — —
Total Non-Interest Expense 42,282 46,861 32,702
Income before Income Taxes and Cumulative Effect of a Change in Accounting Principle 42,190 62,136 48,320
Provision for Income Taxes 14,550 23,660 18,332
Income before Cumulative Effect of a Change in Accounting Principle 27,640 38,476 29,988
Cumulative Effect of a Change in Accounting Principle 4,962 — —
Net Income $ 32,602 $ 38,476 $ 29,988
Earnings Per Share:
Income before Cumulative Effect of a Change in Accounting Principle
Basic $ 237 § 333 % 241
Diluted 2.36 3.26 2.37
Cumulative Effect of a Change in Accounting Principle
Basic $ 042 5 — 8 —
Diluted 0.42 — —
Net Income
Basic $ 279 $ 333 § 241
Diluted 2.78 3.26 2.37

See Accompanying Notes to Consolidated Financial Statements.




COMSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY AND COMPREHENSIVE INCOME

Accumulated
Common Other Total
Stock Retained Deferred Comprehensive  Comprehensive  Stockholders’
Shares Amount Earnings Compensation  Income (Loss) Income (Loss) Equity
(In Thousands, Except per Share Amounts)
Balance at December 31, 1998 13,712 856,303  $104,898 $ 1,829 $163,030
Comprehensive Income:
Net Income for the year 29,988 $ 29,988 29,988
Other Comprehensive Income, Net of
Tax
Net Changes in Securities Valuation
Allowance (10,115) (10,115) (10,115)
Comprehensive Income $ 19,873
Stock Options Exercised 73 664 664
Tax Benefit-Stock Options Exercised 322 322
Stock Repurchase (2,262) (46,817) (46,817)
Cash Dividend—$0.33 per Share (4,034) (4,034)
Balance at December 31, 1999 11,523 $57,286  § 84,035 5 — $ (8,286) $133,038
Comprehensive Income:
Net Income for the year 38,476 $ 38,476 38,476
Other Comprehensive Income, Net of
Tax
Net Changes in Securities Valuation
Allowance 18,178 18,178 18,178
Foreign Currency Translation
Adjustment (1) 4] 1
Comprehensive Income $ 56,654
Stock Issued for Executive Compensation 114 2,401 2,401
Stock Held by Executive Obligation
Trust (71) (1,571) 1,571 —
Stock Issuance 161 2,975 2,975
Tax Benefit-Stock Options Exercised 960 960
Stock Repurchase (169} (3,732) (3,732)
Cash Dividend—8$0.39 per Share (4,513) (4,513)
Balance at December 31, 2000 11,558 $62,054  $114,266 $1,571 5 9,891 $187,782
Comprehensive Income:
Net Income for the year 32,602 $ 32,602 32,602
Other Comprehensive Income, Net of
Tax
Net Changes in Secunties Valuation
Allowance 630 630 630
Net Changes in Investment
Valuation Allowance (2,188) (2,188) .(2,188)
Net Changes in Foreign Currency
Translation Adjustments : 1) (1) (1)
Comprehensive Income $ 31,043 ‘
Stock Held by Executive Obligation
Trust (26) (903) 903 —
Stock Issuance 563 5,264 5,264
Tax Benefit-Stock Options Exercised 4,901 4,901
Stock Repurchase (618) (17,077) (17,077)
Cash Dividend—$0.48 per Share (5,595) (5,595)
Balance at December 31, 2001 11,477 $71,316  $124,196 $2,474 $ 8,332 $206,318
Disclosure of Reclassification Amount: 2001 2000 1999
Net Change of Unrealized Gains (Losses) Arising During Period, Net of Tax Expense (Benefit) of $3,280, $8,839
and (8$7,655) in 2001, 2000 and 1999, respectively $ 4,520 $12,185 $(10,550)
Less: Reclassification Adjustment for (Gains) Losses Included in Net Income, Net of Tax (Expense) Benefit of
($2,823), $4,348 and $316 in 2001, 2000 and 1999, respectively. (3,890) 5,993 435

Net Change of Unrealized (Losses) Gains on Securities, Net of Tax (Benefit) Expense of $459, $13,189 and (§7,339)
in 2001, 2000 and 1999, respectively

See Accompanying Notes to Consolidated Financial Statements.

$ 630 818,17

8  $(10,115)




CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Year Ended December 31,

2001

2000

1999

(In Thousands)

OPERATING ACTIVITIES
Net Income
Adjustments to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Depreciation
Net Amortization/ (Accretion) of Discounts on Securities
Accretion of Discount on Subordinated Notes
Amortization on Real Estate Held for Investment
Provision for Credit Losses
Provision for Losses on Other Real Estate Owned
Amortization of Deferred Loan Fees
Deferred Income Taxes
(Gain)/Loss on Sale of Securities Available for Sale
Write-off of Securities
Gain on Sale of Other Real Estate Owned
Gain on Sale of Fixed Assets
Implementation of SFAS 133—Cumulative Effect of a Change in Accounting Principle
Reduction of Fair Value of Derivative Instruments
Net (Increase)/Decrease in Trading Securities
Net Increase/(Decrease) in Forward Sales Securities
Net (Increase)/Decrease in Accrued Interest Receivable and Other Assets
Net Increase/(Decrease) in Accrued Expenses and Other Liabilities
Other, Net

NET CASH PROVIDED BY OPERATING ACTIVITIES

INVESTING ACTIVITIES

Purchases of Securities Available-for-Sale

Proceeds from Matured/Called Securities Available-for-Sale
Proceeds from Maturities/Prepayments on Securities Held-to-Maturity
Proceeds from Sales of Securities Available~for-Sale

Net Increase in Loans and Leases

Purchase of Equity Interest in Aircraft Finance Trust
Purchases of Equity Interest in Venture Capital Investments
Net (Increase)/Decrease in Other Investments

Proceeds from Sales of Other Real Estate Owned
Capitalized Cost of Other Real Estate Owned

Purchases of Premises and Equipment

Proceeds from Sale/Disposition of Premises and Equipment

NET CASH USED IN INVESTING ACTIVITIES

FINANCING ACTIVITIES

Net Increase in Demand, Interest Bearing Demand and Savings Deposits
Net Increase in Time Certificates of Deposit

Proceeds from Borrowings from the Federal Home Loan Bank
Repayment of Borrowings from the Federal Home Loan Bank

Stock Repurchase Program

Cash Dividend Paid

Proceeds from Exercise of Stock Options/Sale of Stock

Issuance of Stock Held by Executive Obligation Trust

NET CASH PROVIDED BY FINANCING ACTIVITIES

NET CHANGE IN CASH AND CASH EQUIVALENTS
Cash and Cash Equivalents at Beginning of Year

Cash and Cash Equivalents at End of Year

Supplemental Disclosures of Cash Flow Information Cash Paid During the Year For:
Interest
Income Taxes

Noncash Investing Activities
Loans Transferred to Other Real Estate Owned
Loans to Facilitate the Sale of Other Real Estate Owned

See Accompanying Notes to Consolidated Financial Statements.

$ 32,602 § 38476 § 29,988

1,242 1,291 1,388
(2,734) (990) 1,333
131 131 131
1,697 1,696 1,512
20,100 1,200 3,500
— 389 1,900
(4,776)  (3.933)  (4,936)
1,011 4,559 (435)
(6,713) 10,341 751
190 — 125
(475)  (1,841)  (2,604)
(38) 7 (22)
(8,561) — —
6,762 — —
4,606 (3,523)  (1,114)
- (828) 828

176 (2,796) 785
3,334 84)  (26,619)
(50) — —
48,504 44,081 6,511
(640,206)  (459,303)  (376,076)
290,765 107,929 262,693
1,025 275 23,365
116,229 201,021 134,826
(171,463)  (41,451) (145,373)
— — (6,838)
(2,795)  (5,406)  (2,685)
2,956 (237) (278)
1,145 9,260 8,497
— — (621)
(2,258)  (1,603) (1,172
246 176 27
(404,352)  (189,339)  (103,635)
81,477 89,760 65,512
71,881 93,998 44,39
247,400 — 15,000
(20,000)  (25,000) —
(17,077)  (3,732)  (46,817)
(5,369)  (4387)  (4,025)
4,361 2,975 664
903 830 —
363,576 154,444 74,730
7,728 9,186  (22,394)
115,306 106,120 128,514
$ 123,034 $ 115,306 §$ 106,120
$ 65,561 § 73906 $ 55716
13,953 25,086 15,810
$ 18 § 673 § 8772
— — 313




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1—SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Consolidation: The consolidated financial statements of
GBC Bancorp and subsidiaries (the “Company”) are prepared
in conformity with accounting principles generally accepted in
the United States of America and general practices within the
banking industry (“generally accepted accounting principles”).
It is the Company’s policy to consolidate all majority-owned
subsidiaries. All significant intercompany balances and
transactions have been eliminated in consolidation. Certain
reclassifications have been made to the prior years’ consolidated
financial statements in order to conform to the current year
presentation. The preparation of the consolidated financial
statements in conformity with generally accepted accounting
principles requires management to make estimates and
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities as of
the date of the financial statements and the reported operations
of the Company for the periods presented. Actual results may
differ from those estimates as calculated by the Company.
Significant balance sheet items which could be materially
affected by such estimates include loans and leases, which are
presented net of the allowance for credit losses, the valuation
for other real estate owned (“OREQ”), the estimated residual
value of leveraged leases, the investment in Aircraft Finance
Trust (“AFT”) and the tax benefits from the real estate
investment trust subsidiary.

The consolidated financial statements include the accounts
of GBC Bancorp (the “Bancorp”) and its wholly owned
subsidiaries, GBC Venture Capital, Inc., General Bank, (the
“Bank”), a California state chartered bank, and the Bank’s
wholly owned subsidiaries, GBC Insurance Services, Inc.,
GBC Investment & Consulting Company, Inc., GBC Real
Estate Investments, Inc., GBC Trade Services, Asia Limited
and GB Capiral Trust, a real estate investment trust. The Bank
also holds 90% of the voting stock of GBC Leasing Company,
Inc., which amount is not material.

The Bank, the Company’s 100% owned bank subsidiary,
conducts the business of a commercial bank serving individuals
and small to medium-sized businesses through eighteen branch
offices located in the greater Los Angeles, San Diego and
Silicon Valley areas of California, a branch office in the state of
Washington and a loan production office located in the state of
New York. The Bank’s deposit gathering and loan production
operations are primarily concentrated in southern California.

Securities Purchased Under Agreements to Resell: The
Company invests in securities purchased under agreements to
resell (“repurchase agreements”) to maximize the yield on
liquid assets. The Company obtains collateral for these
agreements, which normally consists of single family residential
mortgage loans and commercial paper with an agreement to sell
back the same collateral. The collateral is normally held in

custody of a trustee who is not a party to the transaction. The
purchase is overcollateralized to protect against unfavorable
market price movements. The duration of these agreements is
one business day with a roll-over under continuing contract.
The counterparties to these agreements are nationally
recognized investment banking firms that meet credit eligibility
criteria and with whom a master repurchase agreement has
been duly executed.

Securities: The Company classifies its investment in debt
and equity securities as held-to-maturity securities, trading
securities and available-for-sale securities, as applicable.
Securities held-to-maturity are designated as such when the
Company has the positive intent and ability to hold the
securities until maturity. Securities held-to-maturity are carried
at cost, adjusted for amortization of premiums and accretion of
discounts into interest income using a methodology which
approximates a level yield. Securities available-for-sale are
carried at fair value. Premiums and discounts on securities
available-for-sale are amortized/accreted into interest income
using a methodology which approximates a level yield. The
resulting unrealized gains or losses are recorded net of tax as
part of other comprehensive income. When a decline in value
has occurred and is deemed to be other than temporary, such
decline is charged to income. Equity securities received by
GBC Venture Capital Inc., from venture capital funds in which
it invests and from the exercise of warrants are classified as
trading securities. They are held principally for the purpose of
selling them in the near term and are reported at fair value,
with unrealized gains/losses included in income. The specific
identification method is used to compute realized gains or
losses on security transactions.

Investment in FHLB Stock: As a member of the FHLB
system the Bank is required to maintain an investment in the
capital stock of the FHLB. This investment is also affected by
the outstanding advances under the line of credit the Bank has
with the FHLB. The Bank is in compliance with the required
investment. As of December 31, 2001 and 2000, the balance of
the FHLB investment was $12.6 million and $3.1 million,
respectively.

Loans and Related Allowance for Credit Losses: Loans are
recorded in the consolidated balance sheets at principal
amounts outstanding. Interest on loans is accrued daily as
earned. It is generally the Company’s policy to place a loan on
non-accrual status in the event that the borrower is 90 days or
more delinquent or earlier if the timely collection of interest
and/or principal appears doubtful. When loans are placed on
non-accrual status, the accrual of income is discontinued and
previously accrued but unpaid interest is generally reversed
against income. The amortization of any deferred loan fees is
stopped. Subsequent payments are generally applied to principal
or reported as recoveries on amounts previously charged-off.

A loan is returned to accrual status only when the borrower has
demonstrated the ability to make future payments of principal




and interest as scheduled, and the borrower has demonstrated a
sustained period of repayment performance in accordance with
the contractual terms.

The Company provides for credit losses by a charge to
operations based upon the composition of the loan and lease
portfolio, past loss experience, current economic conditions,
evaluations made by regulatory authorities, and such other
factors that, in management’s judgment, deserve recognition in
estimating probable credit losses. The provision for credit losses
is an amount required to maintain an allowance for credit losses
that is adequate to cover probable credit losses related to
specifically identified loans as well as probable credit losses
inherent in the remainder of the loan and lease portfolio.
Management evaluates the loan portfolio, the economic
environment, historical loan loss experience, collateral values
and assessments of borrowers’ ability to repay in determining
the amount of the allowance for credit losses. The allowance
for credit losses is maintained at an amount management
considers adequate to cover estimated losses on loans receivable
which are deemed probable and estimable as of December 31,
2001. Such an amount is based on ongoing, quarterly
assessrnents of the probable estimated losses inherent in the loan
and lease portfolio, and to a lesser extent, unused commitments
to provide financing. The Company’s methodology for
assessing the appropriateness of the allowance consists primarily
of the use, of a formula allowance. The allowance for credit
losses 1s based on estimates, and ultimate losses may vary from
current estimates. These estimates are reviewed periodically
and, as adjustments become necessary, they are reported in
earnings in the period in which they become known.
Additionally, regulatory examiners may require the Bank to
recognize additions to the allowance for credit losses based
upon their judgments regarding information available to them
at the time of their examination. Charge-offs of loans are
debited to the allowance for credit losses. Recoveries on loans
previously charged off are credited to the allowance for credit
losses.

A loan is considered impaired when it is probable that the
Company will be unable to collect all amounts due (i.e., both
principal and interest) according to the contractual terms of the
loan agreement. The Company reviews all non-homogenous
loans individually for impairment. Homogenous pools that the
Company does not review individually for impairment include
mortgage loans secured by single-family real estate and SBA
loans where the Bank’s unguaranteed exposure is $500,000 or
less. The measurement of impairment may be based on (i) the
present value of the expected future cash flows of the impaired
loan discounted at the loan’s original effective interest rate,

(i) the observable market price of the impaired loan, or (iii) the
fair value of the collateral of a collateral-dependent loan, The
amount by which the recorded investment of the loan exceeds
the measure of the impaired loan is recognized by recording a
valuation allowance with a corresponding charge to the
provision for credit losses. Income recognition on impaired
loans is similar to that for non-accrual loans but can include the

accrual of interest. The accrual of interest is normally followed
for those impaired loans which have been restructured with the
borrower servicing the debt pursuant to the contractual terms
of the restructuring. While a loan is on non-accrual status,
some or all of the cash interest payments received may be
treated as interest income on a cash basis as long as the
remaining book balance of the loan (i.e., after charge-off of
identified losses, if any) is deemed to be fully collectible. The
Bank’s determination as to the ultimate collectibility of the
loan’s remaining book balance is supported by a current, well
documented credit evaluation of the borrower’s financial
condition and prospects for repayment, including consideration
of the borrower’s historical repayment performance and other
relevant factors.

Loan Origination Fees: Loan origination fees and
commitment fees, (offset by certain direct loan origination
costs,) are deferred and recognized in income over the
contractual life of the loan as an adjustment of yield.

Premises and Equipment: Premises and equipment are stated
at historical cost less accumulated depreciation or amortization.

Depreciation is computed utilizing the straight-line method

over the estimated lives of the assets. Amortization of leasehold
improvements is computed utilizing the straight-line method

over the shorter of the estimated useful life of the assets or the

terms of the respective leases. The lease term is defined as the

original lease term plus option periods with a maximum of

15 years unless there is a reason to believe that the premises will 39
be vacated prior to the end of the lease term.

Other Real Estate Owned: Other real estate owned
(“OREQO”) is comprised of real estate acquired through
foreclosure proceedings. These assets are initially recorded at
fair value minus selling costs of the related real estate. The fair
value of the real estate is based upon an appraisal adjusted for
estimated carrying and selling costs. The excess carrying value,
if any, over the fair value of the asset upon foreclosure is
charged to the allowance for credit losses at the time of
acquisition. Any subsequent decline in the fair value of OREO
is recognized as a charge to operations and a corresponding
increase to the valuation allowance on OREO. Gains and losses
from sales and net operating expenses of OREQ are included
in net other real estate owned expense {income) in the
accompanying consolidated statements of income.

Real Estate Held for Investment: The Bank is a limited
partner in three different partnerships that invest in low income
housing projects that qualify for federal income tax credits. As
further discussed in note 8 of the notes to consolidated financial
statements, the partnership interests are accounted for based on
the percentage ownership and control exerted by the Company
over the partnerships. The three partnership investments are
accounted for as follows: the cost method, a method which
approximates the equity method, and a method resulting in
approximately the same treatment as if the investment had been
consolidated.

Other Investments: This asset category includes the
partnership interests owned by GBC Venture Capical and a




partnership interest in an aircraft finance trust owned by the
Bank. The partnership interests are carried under the equity
method. Also included in other investments are investments

made by the Bank in corporations responsible for lending
activities qualifying under, among other things, the
Community Reinvestment Act. These investments are
accounted for by the cost method.

Foreign Currency Translation: Assets and liabilities of the
foreign office in Taipei are translated to U. S. dollars at current
exchange rates. Income and expense amounts are translated
based on the average current exchange rates in effect during the
month in which the transactions are recorded. These translation
adjustments are included in accumulated other comprehensive
income of the accompanying consolidated balance sheets.

Earnings Per Share: Basic earnings per share is determined
by dividing net income by the average number of shares of
common stock outstanding. Diluted earnings per share is
determined by dividing net income by the average number of
shares of common stock outstanding adjusted for the dilutive
effect of common stock equivalents.

Income Taxes: The Company files a consolidated federal
income tax return with its subsidiaries, a combined California
franchise tax return and New York State and City tax returns.

For the tax year 2001, the Bank intends to file a separate
return with the California Franchise Board for its real estate
investment trust subsidiary.

The Company records income taxes under the asset and
liability method. Income tax expense is derived by establishing
deferred tax assets and liabilities as of the reporting date for the
estimated future tax consequences attributable to differences
between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases. Deferred tax
assets and liabilities are measured using enacted tax rates in
effect for the year in which those temporary difterences are
expected to be recovered or settled. The effect on deferred tax
assets and liabilities of a change in tax rates is recognized in
income in the period that includes the enactment date. The
Company’s evaluation of the realizability of deferred tax assets
includes consideration of the amount and timing of future
reversals of existing temporary differences, as well as available
taxable income in carryback years and projections of future
income. Tax benefits associated with the exercise of non-
qualified stock options are credited to stockholders’ equity.

Stock Option Plans: On January 1, 1996, the Company
adopted Statement of Financial Accounting Standards (“SFAS”)
No. 123, Accounting for Stock-Based Compensation, which permits
entities to recognize as expense over the vesting period the fair
value of all stock-based awards on the date of grant.
Compensation expense is recorded on the date of grant only if

‘the current market price of the underlying stock exceeds the

exercise price. SFAS No. 123 also allows entities to continue to
apply the provisions of APB Opinion No. 25, Accounting for
Stock Issued to Employees, and provide pro forma net income
and pro forma earnings per share disclosures for employee stock

option grants made in 1995 and future years as if the

fair-value-based method defined in SFAS No. 123 had been
applied. The Company has elected to continue to apply the
provisions of APB Opinion No. 25 and provide the pro forma
disclosure provisions of SFAS No. 123.

Consolidated Statements of Cash Flows: Cash and cash
equivalents consist of cash and due from banks, federal funds
sold and securities purchased under agreements to resell with
original maturities of three months or less.

Derivatives: On January 1, 2001, the Company adopted the
provisions of SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities”, This standard obligates
the Company to record all derivatives at fair value and permits
the Company to designate derivative instruments as being used
to hedge changes in fair value or changes in cash flows.
Changes in the fair value of derivatives that offset changes in
cash flows of hedged item are recorded initially in other
comprehensive income. Amounts recorded in other
comprehensive income are subsequently reclassified into
earnings during the same period in which the hedged item
affects earnings. If a derivative qualifies as a fair value hedge,
then changes in fair value of the hedging derivative are
recorded in earnings and are offset by changes in fair vatue
attributable to the hedged risk of the hedged item. Any portion
of the changes in the fair value of derivatives designated as
hedge that is deemed ineffective is recorded in earnings along
with changes in the fair value of derivatives with no hedge
designation.

Upon the implementation of SFAS No. 133, a transition
adjustment of $8,561,000 was recorded. The transition
adjustment is presented net of tax in the amount of $4,962,000
as a cumulative effect of a change in accounting principle in the
Company’s consolidated statements of income.

As of December 31, 2001, no hedge designation was
specified for the outstanding derivatives. The Company has
received rights to acquire stock in the form of warrants as an
adjunct to its high technology banking relationships. Most of
these warrants contain cashless exercise provisions thereby
qualifying them as derivatives under SFAS No. 133. The
warrants that qualify as derivatives are carried at fair value and
are included in other assets on the consolidated balance sheets.
The Black-Scholes model is utilized for purposes of the
computation of fair value.

Segment Information and Disclosures: Generally accepted
accounting principles establish standards to report information

about operating segments in annual financial statements and
requires reporting of selected information about operating
segments in interim reports to stockholders. It also establishes
standards for related disclosures about products and services,
geographic areas and major customers. The Company has
concluded it has one segment.

Recent Accounting Developments: In July 2001, the Financial
Accounting Standards Board (the “FASB”) issued SFAS
No. 141, “Business Combinations”, and SFAS No.142,
“Goodwill and Other Intangible Assets.” SFAS No.141
requires that the purchase method of accounting be used for all




business combinations initiated after June 30, 2001 as well as all

purchase method business combinations completed after

June 30, 2001. SFAS No.141 also specifies criteria intangible
assets acquired in a purchase method business combination
must meet to be recognized and reported apart from goodwill.

SFAS No.142 will require that goodw-ill and intangible
assets with indefinite useful lives no longer be amortized, but
instead tested for impairment at least annually in accordance
with the provisions of SFAS No.142. SFAS No.142 will also
require that intangible assets with definite useful lives be
amortized over their respective estimated useful lives to their
estimated residual values, and reviewed for impairment in
accordance with SFAS No.144, “Accounting for the
Impairment or Disposal of Long-lived Assets”. As permitted by
SFAS No.142, the Company plans to adopt the new standard
in the first quarter of the fiscal year 2002. Upon adoption of
SFAS No.142, the Company will be required to reassess the
useful lives and residual values of all intangible assets acquired in
purchase business combinations, and make any necessary
amortization period adjustments and/or impairment
adjustments. Any impairment loss will be measured as of the
date of adoption and recognized as a cumulative effect of a
change in accounting principle in the first interim period.
Beginning on January 1, 2002, amortization of goodwill and
intangibles with indefinite lives will cease. It is not anticipated
that the adoption of this statement will have a material effect on
the Company.

In June 2001, the FASB issued SFAS No. 143,
“Accounting for Asset Retirement Obligations,” which
requires that the fair value of a liability for an asset retirement
obligation be recognized in the period in which it is incurred if
a reasonable estimate of fair value can be made. The associated
asset retirement costs would be capirtalized as part of the
carrying amount of the long-lived asset and depreciated over
the life of the asset. The liability is accreted at the end of each
period through charges to operating expense. If the obligation
is settled for other than the carrying amount of the liability, the
Company will recognize a gain or loss on settlement. Two
provisions of SFAS No.143 are effective for fiscal years
beginning after June 15, 2002. The adoption of this statement
will have no impact on the Company.

In August 2001, the FASB issued SFAS No.144,
“Accounting for the Impairment or Disposal of Long-lived
Assets.” For long-lived assets to be held and used, SFAS
No.144 retains the requirements of SFAS No.121 to
(a) recognize an impairment loss only if the carrying amount of
a long-lived asset is not recoverable from its undiscounted cash
flows and (b) measure an impairment loss as the difference
between the carrying amount and fair value. Further, SFAS
No.144 eliminates the requirement to allocate goodwill to
long-lived assets to be tested for impairment, describes a
probability-weighted cash flow estimation approach to deal
with situations in which alternative courses of action to recover
the carrying amount of long-lived asset are under consideration

or a range is estimated for the amount of possible future cash

flows, and establishes a “primary-assets” approach to determine
the cash flow estimation period. For long-lived assets to be
disposed of other than by sale (e.g., assets abandoned,
exchanged or distributed to owners in a spin off), SFAS
No.144 requires that such assets be considered held and used
until disposed of. Further, an impairment loss should be
recognized at the date an asset is exchanged for a similar
productive asset or distributed to owners in a spin off if the
carrying amount exceeds its fair value. For long-lived assets to
be disposed of by sale, SFAS No.144 retains the requirement of
SFAS No.121 to measure a long-lived asset classified as held for
sale at the lower of its carrying amount or fair value less cost to
sell and to cease depreciation. Discontinued operations would
no longer be measured on a net realizable value basis, and
future operating losses would no longer be recognized before
they occur. SFAS No.144 broadens the presentation of
discontinued operations to include a component of an entity,
establishes criteria to determine when a long-lived asset is held
for sale, prohibits retroactive reclassification of the asset as held
for sale at the balance sheet date if the criteria are met after the
balance sheet date but before issue of the financial statements,
and provides accounting guidance for the reclassification of an
asset from “held for sale” to “held and used.” The provisions of
SFAS No.144 are effective for fiscal years beginning after
December 15, 2001. Management has not yet determined the
impact, if any, of adoption of SFAS No.144.

NOTE 2—CASH AND DUE FROM BANKS

The Company is required to maintain cash on hand and
on deposit to meet reserve requirements established by the
Federal Reserve Bank. Average reserve requirements were
$0.3 million during 2001, unchanged from 2000.

NOTE 3—SECURITIES PURCHASED UNDER
AGREEMENTS TO RESELL

As of December 31, 2001 and 2000, securities purchased
under agreements to resell were collateralized by single family
residential loans and commercial paper all of which constituted
overnight lending. The collateral is held in custody of a trustee
who is not a party to the transaction. The following table
indicates information relating to securities purchased under
agreements to resell all of which were overnight maturites:

2001 2000

(Doflars in Thousands)
Amount Outstanding as of

December 31 $75,000 $ 60,000
Maximum Meonth End Amount

Outstanding $90,000 $150,000
Average Outstanding for the Year $53,967  $107,081
Weighted Average Rate of Interest 3.99% 6.48%
Weighted Average Rate of Interest as

of December 31 1.97% 6.78%




NQOTE 4—SECURITIES

The amortized cost, gross unrealized gains, gross
unrealized losses and fair value of securities as of December 31,

2001 and 2000 were as follows:

Gross Gross
Amortized Unrealized Unrealized
December 31, 2001 Cost Gains Losses Fair Value
(In Thousands)
Securities Available-for-Sale
U.S. Government Agencies $ 100,877 $ 1,614 $ 237 $ 102,254
Mortgage Backed Securities 302,827 2,212 1,963 303,076
Commercial Mortgage Backed Securities 166,332 4,879 848 170,363
Corporate Notes 87,530 4,446 — 91,976
Collateralized Mortgage Obligations 308,299 6,176 697 313,778
Asset Backed Securities 102,334 2,588 — 104,922
FHLB Stock 12,620 — — 12,620
Total $1,080,819  $21,915 $3,745 $1,098,989
Trading Account Securities
Equity Issues $ — § — $ — $ 31
Total k3 - § — $ — $ 31
Gross Gross
Amortized Unrealized Unrealized
December 31, 2000 Cost Gains Losses Fair Value
(In Thousands) '
Securities Held-to-Maturity
U.S. Government Agencies $ 1,025 %  — $ 57 $ 968
Total % 1,025 5 — $ 57 $ 968
Securities Available-for-Sale
U.S. Government Agencies $ 20834 § 526 $ — $ 21,380
Mortgage Backed Securities 93,147 1,350 235 94,262
Commercial Mortgage Backed Securities 69,504 2,898 — 72,402
Corporate Notes 84,975 955 55 85,875
Collateralized Mortgage Obligations 263,287 3,704 290 266,701
Asset Backed Securities 303,221 3,371 1,041 303,551
FHLB Stock 3,124 — — 3,124
Other Securities 190 5,898 —_— 6,088
Total $ 838,302  $18,702 $1,621 $ 855,383
Trading Account Securities
Equity Issues $ - & - 5 — $ 4,637
Total 8 — & — 5 — $ 4,637

As of December 31, 2001, the yield on the collateralized
mortgage obligations available-for-sale was 6.29%. As of
December 31, 2000, the yield on collateralized mortgage
obligations available for sale was 7.21%. As of December 31,
2001 and 2000, there were no collateralized mortgage

obligations held to maturity.

As of December 31, 2001 and 2000, the yield on the asset
backed securities available-for-sale was 6.81% and 6.95%,
respectively. There were no asset backed securities held-to-
maturity as of December 31, 2001 and 2000.

Trading account (losses) gains is income earned or losses
incurred on securities classified as trading account securities.
GBC Venture Capital, Inc. (“Venture Capital”) receives equity




securities which it holds as trading securities from two sources:

a distribution from venture capital funds in which it invests and
the exercise of warrants acquired through the lending
operations of General Bank, its affiliate. The mark to market
and disposition of these securities results in trading account
gains/ (losses). For the year ended December 31, 2001, 2000

2001

and 1999, the change in net unrealized holding gains/(losses)
that is included in trading account (losses) gains is $(4,605,000),
$3,435,000 and $1,159,000, respectively.

The following table discloses proceeds received and gross
gains / (losses) recognized from the sale of available-for-sale

securities for the years as indicated:

2000 1999

Security Classification

Proceeds Gain (Loss)

Proceeds Gain (Loss) Proceeds Gain (Loss)

(In Thousands)

Available-for-Sale $116,229 $6,844

The amortized cost and fair value of securities as of
December 31, 2001, by contractual maturity, are shown below.
Expected maturities may differ from contractual maturities
because borrowers may have the right to call or prepay
obligations with or without call or prepayment penalties.

Securities
Available-for-Sale
Amortized
Cost Fair Value
(In Thousands)
Due in One Year or Less § 22592 § 22,864
Due After One Year Through Five
Years 177,711 183,251
Due After Five Years Through Ten
Years 64,531 67,141
Due After Ten Years 815,985 825,733
Total $1,080,819 $1,098,989

The following table summarizes the aggregate amortized
cost and fair value of securities of any one issuer which exceeds
ten percent of stockholders’ equity as of December 31, 2001.
Securities issued by the U.S. government are not included:

Amortized Fair
[ssuer Cost Value
(In Thousands)
Bear, Stearns Commercial Mortgage $ 24,687 $§ 25,263
Citicorp Mortgage Securities 20,223 20,651
Credit Suisse First Boston 20,896 20,819
GMAC Commercial Mortgage 20,892 20,390
Lehman Brothers Inc. 23,718 25,067

Norwest Capital 20,750 21,455

Total $131,166  $133,645

The above includes corporate notes, asset backed
securities, mortgage backed securities and collateralized
mortgage obligations. The rating for corporate notes is
single-A; all other issuers are triple A rated.

$(131) $201,021  §55

$(10,396) $134,826 §— $(751)

As of December 31, 2001 and 2000, securities from the
available-for-sale portfolio were pledged in an amount and for
the purposes indicated as follows:

December 31,

2001 2000
(In Millions)
Borrowings from Federal Reserve Bank $ 16.0 § 195
Public Time Deposits 154.3 1217
FHLB Advances 241.7 57.8
Other Purposes 10.6 10.2
Total $422.6 $209.2
NOTE 5—LOANS AND LEASES AND ALLOWANCE 43

FOR CREDIT LOSSES

The composition of the Company’s loan portfolio and
leveraged leases as of December 31, 2001 and 2000, was as
follows:

2001 2000

(In Thousands)

Commercial $ 495,681 $449,484
R eal Estate—Construction 234,860 166,656
R eal Estate—Conventional 364,567 309,834
Installment 101 2
Qther Loans 20,345 25,969
Leveraged Leases 17,335 17,078
Total $1,132,889 §969,023
Less: Allowance for Credit Losses (23,656)  (19,426)
Deferred Loan Fees (7,600) (4,085)

Loan and Leases, Net $1,101,633 §945,512

Construction loans are collateralized primarily by single
family residences, condominiums, townhouses and multi-family
buildings. Real estate loans are collateralized primarily by single
family residences, condominiums, multi-family residences,
commercial and industrial buildings, motels and hotels and
land.

In the ordinary course of business, the Bank has granted
loans to certain executive officers and directors and the



companies with which they are associated. In the opinion of

management, the loans were made on substantially the same

terms, including interest rates and collateral requirements, as
those prevailing at the time of origination for comparable
transactions with other customers and did not involve more
than the normal risk of collectibility or present other
unfavorable features. The following provides information
regarding the aggregate indebtedness of related parties:

December 31,
2001 2000 1999

(In Thousands)

Balance at Beginning of Year $ 1,518 $ 3,207 $2,393
New Loans and Advances 1,274 1,082 3,562
Repayments (1,562) (2,771) (2,748)

Balance at End of Year $ 1,230 $1,518 § 3,207

The related parties indebtedness for the above three year
presentation has been adjusted to take into account an
employee becoming executive officer in 2001. The related
indebtedness was originated in 1998,

Leveraged leases are comprised primarily of two aircraft
leveraged leases. In December 1997, the Company purchased a
leveraged lease on a Boeing 737 with a fair value of
$24.0 million and a remaining estimated economic life of
28 years. The lease term ends in March, 2016, however, the
lessee has an early buy out option in the year 2011. The
Company’s original equity investment was $6.3 million. As of
December 31, 2001 the carrying value was $8.8 million. As of
December 31, 2001, the aircraft is subject to $15.5 million of
third-party financing in the form of long-term debt that
provides for no recourse against the Company and is secured by
a first lien on the aircraft. The residual value at the end of the
full-term lease is estimated to be $5.5 million, as of
December 31, 2001, unchanged from prior years. The residual
value is supported by an independent appraisal done in
December, 2001.

In December 1996, the Company purchased a leveraged
lease on a Boeing 737 with a fair value of $24.2 million and a
remaining estimated economic life of 30 years. The lease term
is through the year 2012. The Company’s original equity
investment was $5.2 million. As of December 31, 2001, the
carrying value was $8.1 million. As of December 31, 2001, the
aircraft is subject to $12.9 million of third-party financing in
the form of long-term debt that provides for no recourse
against the Company and is secured by a first lien on the
aircraft. The residual value at the end of the lease term is
estimated to be $7.6 million, as of December 31, 2001,
unchanged from prior years. The residual value is supported by
an independent appraisal done in December, 2001.

For federal income tax purposes, the Company has the
benefit of tax deductions for depreciation on the entire leased
asset and for interest paid on the long-term debt. Deferred taxes
are provided to reflect the temporary differences associated
with the leveraged leases.

The Company’s net investment in leveraged leases is

composed of the following elements:

December 31,

2001 2000

(In Thousands)
Rentals Receivable (Net of Principal

and Interest on the Nonrecourse

Debt) $ 10,937 § 10,937
Direct Cost 940 1,015
Estimated Residual Value of Leased

Assets 13,7006 13,869
Less: Unearned and Deferred Income (8,242) (8,743)
Investment in Leveraged Leases 17,335 17,078

Less: Deferred Taxes Arising from

Leveraged Leases (14,352) (16,601)

Net Investment in Leveraged Leases $ 2,983 § 477

During 2001, pre-tax interest income recognized for
leveraged leases was $558,000, all of which related to the two
aircraft leases discussed above. Pre-tax income recognized for
leveraged leases during 2000 and 1999 was $672,000 and
$930,000, respectively.

As of December 31, 2001, and 2000, $73.2 million and
$89.9 million of real estate loans were pledged to the Federal
Home Loan Bank for the outstanding advances under the line
of credit from the FHLB and outstanding letters of credit.

A summary of activity in the allowance for credit losses is

as follows:

2001 2000 1999

(In Thousands)
Balance at Beginning of Year  § 19,426 $19,808 $19,381

Provision for Credit Losses 20,100 1,200 3,500
Charge-offs (17,327)  (4,390)  (6,337)
Recoveries 1,457 2,808 3,264

Balance at End of Year $ 23,656 $19,426 $19,308

The following table provides information with respect to
the Company’s past due loans, non-accrual loans and
restructured loans, as of the dates indicated:

December, 31
2001 2000 1999

(In Thousands)
Loan 90 Days or More Past

Due and Still Accruing $ 1,730 $ 2,217 % —
Non-accrual Loans 24,940 14,823 44,521
Reestructured Loans 1,706 4,978 7,249

Total Past Due, Non-
accrual and Restructured

Loans $28,376 $22,018 $51,770




The effect of non-accrual loans outstanding as of year-end
on interest income for the years 2001, 2000 and 1999 is
presented below:

2001 2000 1999

(In Thousands)
Contractual Interest Due
Interest Recognized

Net Interest Foregone

$3,329 $2,043 $4,546
(2,085) (1,606)  (972)

$1,244 8 437 $3,574

Contractual interest due is based on original loan amounts.

Any partial charge-offs are not considered in the determination

of contractual interest due.

The effect of restructured loans outstanding as of year-end

on interest income for the years ended December 31, 2001,
2000 and 1999 is presented below:

2001 2000 1999

(In Thousands)
Contractual Interest Due
Interest Recognized

Net Interest Foregone

$218 $968 §$993
(199)  (684) (764)

$ 19 §$284 §$229

There were no commitments to lend additional funds to

borrowers associated with restructured loans, as of

December 31, 2001.

The following table discloses pertinent information as it

relates to the Company’s impaired loans as of and for the years

indicated:

As of and for the Year Ended
December 31,

2001 2000 1999

(In Thousands)

Recorded Investment with
Related Allowance

Recorded Investment with no
Related Allowance

Total Recorded Investment

Allowance on Impaired Loans

Net Recorded Investment
in Impaired Loans

Average Total Recorded
Investment in Impaired
Loans

Interest Income Recognized

$28,734 § 9,598 $42,881

273 3778 4,003
29,007 13,376 46,384
(5,224)  (2,626)  (5,806)

$23,783 $10,750 $41,078

$23,516 $20,431 $46,479
$ 239 $1222 § 538

Of the amount of interest income recognized in 2001,

2000 and 1999, no interest was recognized under the cash basis

method.

As of December 31, 2001 and 2000, the Bank was
servicing approximately $1.3 million and $1.7 million of

residential loan mortgages, respectively, on behalf of third party

investors.

NOTE 6—PREMISES AND EQUIPMENT

A summary of premises and equipment is as follows:

December 31,

2001 2000
(In Thousands)
Land $ 1,246 § 1,246
Bank Premises 1,504 1,504
Leasehold Improvements 2,555 2,555
Furniture, Fixtures and Equipment 10,936 10,160
16,241 15,465
Less: Accumulated Depreciation and
Amortization (9,859) (9,887)
Total $ 6,382 § 5,578

The range of estimated depreciable lives is twenty-five
years for bank premises, five to fifteen years for leasehold
improvements and three to five years for furniture, fixtures and
equipment. Depreciation expense for the years ended
December 31, 2001, 2000 and 1999 amounted to 1,242,000,
$1,291,000, and $1,388,000, respectively.

The Company conducts a portion of its operations in
leased facilities under non—cancelable operating leases expiring
at various dates through 2010. The following summarizes the
Company’s future minimum lease commitments as of

December 31, 2001: _4_5_
Year
(In Thousands)
2002 $ 2,618
2003 2,433
2004 2,625
2005 2,063
2006 1,833
Thereafter 3,770
Total $15,342

Net rental expense included in occupancy expense was
approximately $2,625,000, $2,416,000 and $2,409,000, for the
years ended December 31, 2001, 2000 and 1999, respectively.



NOTE 7—OTHER REAL ESTATE OWNED

As of December 31, 2001, other real estate owned
(“OREQ”) consisted of one property with a net carrying value
of $0.4 million. The property is located in the'Los Angeles
area. As of December 31, 2000 OREQ consisted of six
properties with a net carrying value of $1.0 million. The
following table sets forth OREQO by type of property as of
December 31, 2001 and 2000:

December 31,
2001 2000
{In Thousands)
Property Type
Land $ — § 471
Reetail Facilities ‘ 803 803
Industrial Facilities / Building — 652
Less: Valuation Allowance (420)  (891)
Total OREO, Net $ 383 $1,035

A summary of activity in the valuation allowance is as

follows for the years indicated:

2001 2000 1999

(In Thousands)

Balance at Beginning of Year $8%1 $3,015 $2,000
Provision Charged to Operations — 389 1,900
Charge-offs (471) (2,513)  (885)

Balance at End of Year $420 $ 891 $3,015

For the years ended December 31, 2001, 2000 and 1999,
net other real estate owned (income) expense was comprised of

the following:

2001 2000 1999

{In Thousands)
Net Gain on Sale of Other Real
Estate Owned $(475) $(1,841) $(2,604)
Provision for Losses on Other
Real Estate Owned — 389 1,900

Net Operating Expenses 78 143 722

Net Other Real Estate Owned

(Income) Expense $(397) $%(1,309) § 18

NOTE 8—REAL ESTATE HELD FOR INVESTMENT

Real estate held for investment (“REI”) at December 31,
2001 and 2000 was comprised of investments in low income
housing projects.

As of December 31, 2001 and 2000, the Company had
three investments with a net of $2.1 million and $3.8 million,
respectively, in limited partnerships formed for the purpose of
investing in real estate projects. These projects qualify for low
income housing tax credits. The limited partnerships will

generate tax credits over a weighted average remaining period

of approximately 0.6 years. Please refer to note 12 of the notes
to consolidated financial statements for income tax eftects. The
following table identifies the pertinent details of the three
projects as of December 31, 2001 and 2000:

December 31,

% Date 2001 2000
Project Name Ownership Acquired Amount Amount

(Dollars In Thousands)

Liberty 7.1% Mar-90 58 — $1,403
Greenview 97.4% Sep-92 1,961 2,171
Las Brisas 49.5% Dec-93 168 252

Total $2,129 $3,826

The method of accounting for the Greenview investment
approximates the results if the investment were consolidated. A
$1.4 million first deed of trust on the Greenview property is
included in accrued expenses and other liabilities on the
Company’s consolidated balance sheet. The cost method is
used for the investment in Liberty with the investment being
amortized over the remaining period that tax credits will be
received. As of December 31, 2001, the Liberty project is fully
amortized with a net carrying value of zero. A method
approximating the equity method is used for the Las Brisas
investment.

Expenses incurred for REI, consisting entirely of the
amortization of the investment balances, and included in other
expense, were $1,697,000, $1,697,000 and $1,512,000, for the
years ended 2001, 2000 and 1999, respectively.

NOTE 9—OTHER INVESTMENTS

As of December 31, 2001 and 2000, other investments
totaled $11.5 million and $15.4 million, respectively. Included
in the balance as of December 31, 2001 and 2000 are
investments in various venture capital funds which in turn
invest in technology companies, amounting to $8.7 million and
$7.5 million, respectively. In addition to seeking an appropriate
return from such investments, the Company seeks to use the
investments to increase its high technology banking business.
The Company has investments in various venture capital funds.
There is no significant contribution or interest in any one fund.
Also included in other investments is a 10% equity interest in
an aircraft finance trust (“AFT”) totaling $2.3 million net of
valuation reserve of $3.8 million, and $7.5 million, as of
December 31, 2001 and 2000, respectively. There was no
valuation reserve in 2000. The valuation reserve represents 10%
of the other comprehensive loss for AFT, which was primarily
the result of the implementation of SFAS No.133. AFT holds
derivative instruments that are marked to fair value through
other comprehensive income. AFT owns a number of aircraft
on lease to different lessees in various countries. The decline of
the net investment is due to the significant impairment expense
recorded on the books of AFT and the effect of the




implementation by AFT of SFAS No.133. The above
partnership interests are all accounted for by the equity
method. In the case of AFT, the (loss) income included in
(loss) income from other investments is based on the SEC
reported results for the nine months ended September 30 as
filed by AFT. The Company records an estimated 4th quarter
result based on the information and financial data as reported
for the nine months. The equity accounting for the venture
capital funds includes the operations of the fund including
realized gains/losses from sales of the portfolio, but does not
include the unrealized gain/losses. Finally, included in the
category of other investments are investments made by the
Bank in corporations responsible for lending activities
qualifying under, among other things, the Community
Reinvestment Act, totaling $0.5 million and $0.4 million as of
December 31, 2001, and 2000, respectively. Such investments
are accounted for by the cost method.

NOTE 10—DEPOSITS

The Bank obtains deposits primarily through a network of
18 full service branches located in the state of California,
primarily, southern California, and one full service branch in
the state of Washington. Deposits obtained by the Bank are
insured by the Bank Insurance Fund of the Federal Deposit
Insurance Corporation up to a maximum of $100,000 for each
depositor.

The following table sets forth the average amount, the
ratio to total average deposits and the average rate paid on each
of the following deposit categories for the year ended
December 31, 2001, 2000 and 1999:

2001 2000 1999
Weighted Weighted Weighted
Average Average Average Average Average Average
Amount Ratio Rate Amount Ratio Rate Amount Ratio Rate
(Dollars In Thousands)
Deposits
Noninterest-Bearing
Demand Deposits $ 195,929 11.45% —% § 190,863 11.67% —% $ 164,620 11.41% —%
Interest-Bearing i
Demand Deposits 367,412 21.48 2.00 395,362 24.18 353 299,588 20.77 2.56
Saving Deposits 70,897 4.14 1.31 74,324 4.55 2.46 82,356 571 2.20
Time Deposits 1,076,578  62.93 4.58 974,346 59.60 5.45 895,875 62.11 4.57
Total $1,710,816 100.00% 3.80% $1,634,895 100.00% 4.77%  $1,442,439 100.00% 3.94%

The aggregate dollar amount of time deposits in
denominations of $100,000 or more at December 31, 2001 and
2000 was $520.6 million and $826.2 million, respectively.

As of December 31, 2001 and 2000, there were no
brokered deposits outstanding. During 2001 and 2000, the
Bank accepted deposits from the State of California. As of
December 31, 2001, these deposits totaled $140.0 million, an
increase of $40.0 million from December 31, 2000. The
Company has pledged securities in excess of the required
amount of 110 percent of this deposit amounting to
$154.3 million, as of December 31, 2001. The securities
pledged are collateralized mortgage obligations, mortgage
backed securities and U.S. Agencies. The Company believes
that the majority of its deposit customers have strong ties to the
Bank. Although the Company has a significant amount of time
certificates of deposit of $100,000 or more having maturities of
one year or less, the depositors have generally renewed their
deposits in the past at their maturity. Accordingly, the
Company believes its deposit source to be stable.

Deposits outstanding as of December 31, 2001, mature as

follows:
Amount
(In Thousands)
Immediately Withdrawable $ 747,491
Year Ending December 31:
2002 1,066,723
2003 13,359
2004 129
2005 200
2006 . 25
Total Deposits $1,827,927




NOTE 11—OTHER BORROWINGS

As of December 31, 2001 and 2000, the Bank had
obtained advances from the Federal Home Loan Bank of San
Francisco (the “FHLB”) totaling $252.4 million and $25.0
million, respectively. The following relates to these advances
for the years ended December 31 as indicated:

2001 2000
Weighted Weighted
Average Average
Interest Interest
Matunty Amount Rate Amount Rate
(In Thousands)
Within
90 days — — $10,000 5.19%
‘Within 90—
365 days $ 25,000 4.93% 10,000 4.92%
1-2 years 195,400 3.92% 5,000 5.61%
2-3 years 32,000 5.07% — —

$252,400 4.16%  $25,000 5.17%

The advances from the FHLB as of December 31, 2001
and 2000 were collateralized by securities available-for-sale and
real estate mortgage loans as well as the required investment in
the stock of the FHLB. The approximate carrying value of the
securities and loans as of December 31, 2001 and 2000 was
$314.8 million and $147.7 million, respectively. The carrying
value of the FHLB stock was $12.6 million and $3.1 million, as
of December 31, 2001 and 2000, respectively. In addition to
collateralizing the advances, the above mentioned securities and
loans also collateralized outstanding letters of credit.

The Bank has an available line of credit up to 25% of its
assets subject to appropriate collateral. As of December 31,
2001, based on current securities and loans pledged, the
Company had $10.3 million of unused line of credit available
with the FHLB.

On July 30, 1997, the Company issued, through a public
offering, $40 million of 8.375% subordinated notes due
August 1, 2007. Proceeds of $38.7 million, net of underwriting
discount of $1.3 million, were received by the Company. The
discount is amortized over the 10 year life of the subordinated
notes. The notes are not redeemable prior to August 1, 2002.
Thereafter, the notes are redeemable, in whole or in part, at
the option of the Company at decreasing redemption prices
plus accrued interest to the date of redemption. The notes have
no sinking fund. The indenture (the “Indenture”) under which
the notes are issued does not limit the ability of the Company
or its subsidiaries to incur additional indebtedness. The
Indenture provides that the Company cannot pay cash
dividends or make any other distribution on, or purchase,
redeem or acquire its capital stock, except that the Company
may (1) declare and pay a dividend in capital stock of the
Company and (2) declare and pay dividends, purchase, redeem
or otherwise acquire for value its capital stock or make other
distributions in cash or property other than capital stock of the

Company if the amount of such dividend, purchase or

distribution, together with the amount of all previous such
dividends, purchases, redemptions and distributions of capital
stock after December 31, 1996, would not exceed in the
aggregate the sum of (a) $38 million, plus (b) 100% of the
Company’s consolidated net income (or minus 100% of the
Company’s consolidated net loss, as the case may be), based
upon audited consolidated financial statements, plus (c) 100% of
the net proceeds received by the Company on account of any .
capital stock issued by the Company (other than to a subsidiary
of the Company) after December 31, 1996. As of

December 31, 2001 and 2000, in the opinion of management,
the Company was in compliance with all the terms, conditions
and provisions of the Indenture.

NOTE 12—INCOME TAXES

Income tax (benefit) expense in the accompanying
consolidated statements of income is comprised of the

following:

Year Ended December 31,
2001 2000 1999

(In Thosands)

Current Taxes

Federal $ 7,542 $12974 $13,681
State 1,096 5,167 4,764
Total 8,638 18,141 18,445
Deferred Taxes
Federal 1,256 3,233 143
State (245) 1,326 (578)
Total $ 1,011 § 4,559 § (435)

Taxes Credited to
Stockholders’ Equity for
Exercise of Stock Options 4,901 960 322

Total Provision for Income
Taxes per Consolidated
Statements of Income $14,550 $23,660 $18,332

Deferred Taxes Charged/
(Credited) to Shareholders’
Equity Related to
Available-for-Sale Securities  $ 1,129 $13,187 $ (7,339)




Tabulated below are the significant components of the net deferred tax assets, management has considered income from

deferred tax asset (liability) as of December 31, 2001 and 2000: future operations, the turnaround of deferred tax liabilities and
current and prior years’ taxes paid.
Dtii;i’;feﬁ’ A reconciliation of the statutory federal corporate income

tax rate to the effective income tax rate on consolidated

2001 2000

income before income tax expense follows:

(In Thousands)

Components of the Deferred Tax Asset Percent of Pre-tax
Earnings Year Ended

Deferred Compensation $ 1,538 § 1,707 December 31,

Pro'visio? for Crefiit Losses 9,485 9,676 2001 2000 1999
California Franchise Taxes 810 2,777
Allowance for Other Real Estate Statutory Federal Corporate Income
Owned 177 409 Tax Rate 35.0% 350% 350%
Other 1,725 819 State Tax, Net of Federal Income
Tax Effect 28% 68% 7.0%
Deferred Tax Asset 13,735 15,388

Increase (Decrease) Resulting from:

Components of the Deferred Tax Low Income Housing Tax Credit  (2.8)% (2.9% (4.1)%

Ltabtltty Other, net (0.5)0/0 (08)% 0.0 %
Discount Accretion (1,479) (991) 345 % 381% 37.9%
Leveraged Leases (14,352) (16,601)
Low I Housi 6,463 3,994 . .
ow nAcome ous%ng . ¢ > ) The Company had a current income tax receivable of
Unrealized Net Gain on Securities (6,053) (7,182) $3.272.000 and §1.557.000 f December 31. 2001 and 2000
,272,000 and $1,557,000 as of December 31, an, ,
Other (756)  (2,106) .
respectively.
Deferred Tax Liability (29,103) (30,874 The federal income tax return as filed for the year 1998 is

Net Deferred Tax (Liability) Asset  $(15,368) $(15,486) currently being examined by the Internal Revenue Service.

The Company does not anticipate any adjustment to the

liability as filed. —
The Company believes that all deferred tax assets will

ultimately be realized. In evaluating the reliability of its




NOTE 13—EARNINGS PER SHARE

The following is the reconciliation of the numerators and denominators of the basic and diluted earnings per share computations

for the years as indicated:

For the Year Ended 2001

For the Year Ended 2000 For the Year Ended 1999

Income Shares Per Share
(Numerator) (Denominator) Amount

[ncome Shares Per Share Income Shares Per Share
(Numerator) (Denominator) Amount (Numerator)

(Denominator) Amount

{Doliars in Thousands, Except Per Share Amount)
Income before Cumulative

Effect of a Change in

Accounting Principle $27,640

Basic EPS
Income Before
Cumulative Effect of a
Change in Accounting
Principle Available to

Common Stockholders $27,640 11,673,000 $2.37

$38,476 11,554,000 $3.33  $29,988

$38,476 $29,988

12,430,000  $2.41

Effect of Dilutive Securities
Options—Common
Stock Equivalents 75,000 (0.01)

Diluted EPS
Income Before
Cumulative Effect of a
Change in Accounting
Principle Available to

Common Stockholders 827,640‘ 11,748,000 $2.36

$38,476 11,813,000 $3.26  $29,988

259,000 (0.07) 242,000 (0.04)

12,672,000  $2.37

As of December 31, 2001, 2000 and 1999, the number of
shares of anti-dilutive options were 1,103,200, 0 and 604,700,
respectively.

NOTE 14—PENDING LITIGATION
Legal Action

In the normal course of business, the Company is subject
to pending and threatened legal actions. After reviewing
pending actions with counsel, management believes that the
outcome of such actions will not have a material adverse effect
on the financial condition or the results of operations of the
Company.

NOTE 15—EMPLOYEE BENEFIT PLANS

The Company adopted the 1999 Employee Stock
Incentive Plan (the “Plan”) as of April 22, 1999.

The purpose of this plan, is to enable the Company and its
subsidiaries to attract, retain and motivate their employees,
non-employee directors and consultants by providing for or
increasing the proprietary interests of such employees, non-
employee directors and consultants in the Company, and,
thereby, further align their interests with those of the
shareholders of the Company.

On January 26, 2000, the Company filed a Registration
Statement on Form S-8 with the Securities and Exchange

Commission (the “Commission”) to register 2,484,120 shares
(the “Shares™) of the Registrant’s Common Stock for issuance
pursuant to the Registrant’s 1999 Employee Stock Incentive
Plan (the “Plan™), and such indeterminate number of shares as
may become available under the Plan as a result of the
adjustment provisions thereof. The Shares include (i) 1,000,000
shares, including any shares issuable pursuant to that certain
Employment Agreement dated as of January 1, 1998, between
the Registrant and Li-Pei Wu (“Mr. Wu”), as amended,
(i1) 343,020 shares currently available for future awards under
the Registrant’s Amended and Restated 1988 Stock Option
Plan (the “Prior Plan”) and (iii) up to 1,141,100 shares subject
to awards currently outstanding under the Prior Plan and
which subsequently may be forfeited, canceled, or expired
without delivery of shares.

As of December 31, 2001, there were options outstanding
that included three different vestings as described below:

a)  Options become vested over a four year period and
include five vestings. If an option expires without having
been exercised, usually two years from date of vesting, the
unexercised shares are again available for future grants.

b)  Options become vested on the one year anniversary date
of the grant and are exercisable over a ten year period
from date of grant. Options with this vesting schedule are
granted to non-employee directors.




¢)  Options become vested over a four year period and

include five vestings. All options expire on the sixth
anniversary from date of grant.

As of December 31, 2001, authorized stock option shares
were 3,640,000. As of December 31, 2001 options available for
future grant were 196,927.

A summary of stock option activity and related option
prices for 2001, 2000 and 1999 follows:

Weighted
Average Range of or
Number of  Option Option Price
Shares Price Per Share
Balance at January 1, 1999 1,138,400 $16.65 $6.59-831.75

Granted 164,500 $23.63 $23.00-825.88
Exercised (73,300) 9.06 6.94-15.75
Forfeited (23,800) 24.66 8.69-29.25
Expired (7,200) 28.54 27.13-29.25
Balance at December 31,

1999 1,198,600 817.85 $6.59~$31.75
Granted 161,500 $19.32 $18.88-$19.44
Exercised (161,250) 18.45 6.75~31.75
Forfeited (10,600) 21.2% 14.25-27.13
Expired (45,000)  27.01 14.25-29.25
Balance at December 31,

2000 1,143,250 $17.59 $6.59-$31.75
Granted 898,000 $32.86 $28.80-$37.56
Exercised (537,850) 8.11 6.59-29.25
Forfeited (15,400) 28.91 19.44-37.56
Expired (25,300) 31.05 19.44-37.56

Balance at December 31,

2001 1,462,700 $30.10 $8.69-837.56

The following table indicated relevant information for all
stock options outstanding, as of December 31, 2001:

Weighted Average
R emaining
Contractual Life

Exercise Price Shares (in Years)
$8.69 2,400 0.1
14.25 10,900 0.5
15.75 4,000 0.8
27.13 83,800 1.4
31.75 213,000 6.4
25.88 30,000 7.0
23.00 94,100 3.1
18.88 30,000 8.0
19.44 104,300 4.1
36.00 33,000 9.0
37.56 381,200 5.0
28.80 476,000 6.0

Total 1,462,700 5.3 Years

For purposes of the above table, contractual life is defined
as the time from balance sheet date to the expiration date of the
option contract and may include a period of time during which
the option is not vested.

The following table indicates relevant information for all
exercisable stock options, as of December 31, 2001:

Exercise Price Shares

$8.69 2,400
14.25 10,900
15.75 4,000
27.13 - 45,400
31.75 213,000
25.88 30,000
23.00 49,300
18.88 30,000
19.44 35,900
37.56 76,200
28.80 476,000

Total 973,100

As of December 31, 2001, 2000 and 1999, exercisable
options were 973,100, 847,150 and 891,400 shares,
respectively. The weighted average exercise price for all
exercisable stock options as of December 31, 2001, 2000 and
1999 was $28.75, $16.03 and $16.02, respectively. 51

Employment Agreement

On February 19, 1998 Mr. Li-Pei Wu, Bancorp and the
Bank entered into an employment agreement having an
effective date of January 1, 1998, (the “Agreement™).

The Agreement provides for an employment term of
five (5) years, commencing January 1, 1998, and ending
December 31, 2002. Pursuant to the Agreement, Mr. Li-Pei
Wu will serve as Chairman of the Board of Bancorp and the
Bank throughourt the entire term of the Agreement, but he will
serve as Chief Executive Officer of Bancorp and the Bank only
through December 31, 2000.

On February 27, 2001, Mr. Peter Wu, Bancorp and the
Bank entered into an employment agreement having an
effective date of January 1, 2001. Mr. Peter Wu's employment
agreement provides for, among other things, an annual
incentive award. The annual incentive compensation award to
be paid to Mr. Peter Wu pursuant to his employment
agreement with Bancorp and the Bank is to be computed as
follows: (i) one percent (1.0%) of any amount by which the
Bank’s tax equivalent income before the Bank’s incentive
bonus compensation awards exceeds ten percent (10%) of the
net equity of the Bank at the beginning of that fiscal year but
does not exceed fifteen percent {15%) of such net equity; and
(i) one and three tenths percent (1.3%) of any amount by
which such income exceeds fifteen percent (15%) of such net
equity. In addition, Mr. Peter Wu will be entitled to receive




from each Bancorp subsidiary (other than the Bank), an
incentive compensation award computed in accordance with a
formula similar to the one described in the preceding sentence.
The total annual incentive compensation award for any year is
subject to a maximum dollar limitation of $350,000, except
that there will be no such limitation for any year in which the
ratio of the Bank’s core earnings to its net equity at the
beginning of the fiscal year is greater than 0.40. “Core
eamnings” for purposes of Mr. Peter Wu’s employment
agreement means the tax equivalent income before the Bank’s
incentive bonus compensation awards excluding gains and/or
losses from securities, warrants and venture capital. Also,
unrealized securities gains and/or losses are to be included in
the calculation of the Bank’s net equity.

Contingent Stock Option Plan

A contingent stock option plan issued at market is in effect
which allows certain key officers of the Bank to purchase up to
an aggregate of 562,800 shares, as of December 31, 2001 of the
Company’s authorized but unissued common stock at a price of
$1.86—$14.25 per share. The stock options may be exercised by
the optionee only in the event of certain triggering events, such
as a merger, sale or disposition of all of the assets by the
Company, or the Bank, or any similar event in which neither
the Company nor the Bank is a survivor. Each of the
contingent stock options is for a term of indefinite duration,
provided, however, said options shall terminate upon the death
of the optionee or in the event the optionee ceases to be
employed by the Company. A summary of contingent stock
option activity and related option prices for 2001, 2000 and
1999 follows:

Weighted- Range of or

Number  Average Option
of Option Price Per
Shares Price Share
Balance at January 1,

1999 574,900 $4.40 $1.86-§14.25
Cancelled (12,100) $8.47 8.47
Balance at

December 31, 1999 562,800 $4.31 $1.86-§14.25
Balance at

December 31, 2000 562,800 $4.31 $1.86-814.25

Balance at

December 31, 2001 562,800 $4.31 $1.86-$14.25

The following table indicates relevant information for all
contingent stock options outstanding, as of December 31,
2001:

Exercise Price Shares
$ 1.86 242,000
2.17 96,800
6.51 31,460
6.59 48,400
6.61 16,940
6.75 10,000
6.94 50,000
8.13 12,000
8.30 11,000
10.02 24,200
14.25 20,000
Total 562,800

The weighted average exercise price of all the contingent
stock options outstanding was $4.31, as of December 31, 2001
and 2000.

There were no contingent stock options that were
exercisable as of December 31, 2001.

Pro Forma Net Income and Earmings Per Share

The Company applies APB Opinion No. 25 in
accounting for its stock option plans and, accordingly, no
compensation cost has been recognized for the fair value of the
options granted in the consolidated financial statements. Had
the Company determined compensation cost based on the fair
value at the grant date for its stock options under SFAS
No. 123, the Company’s net income and earnings per share
(“EPS”) would have been changed to the pro forma amounts
indicated below:

2001 2000 1999

(In Thousands, Except Per Share Data)

Net Income as Reported $32,602 $£38,476 $29,988
Pro Forma Net Income $31,785 $38,003 $29,555
EPS as Reported—DBasic $ 279 $ 333 § 241
EPS as Reported—Diluted $ 278 § 326 § 237
Pro Forma EPS—Basic $ 2,72 $§ 329 § 238
Pro Forma EPS—Diluted $ 271 § 322 § 233

The Black-Scholes model was utilized for purposes of the
option pricing. The volatility of 36.7%, 34.3% and 30.6%, for
the options granted in 2001, 2000 and 1999, respectively, was
based on historical weekly closing prices and historical annual
dividend rates. The expected life of the options ranged from
1 month to 10 years. The dividend yield was 1.63%, 1.02% and
1.71% for 2001, 2000 and 1999, respectively. The risk-free
interest rate which is based on the treasury bill/note rate, was
2.8%, 5.2% and 6.2% for options granted during 2001, 2000




and 1999, respectively. The weighted average fair value at date

of grant for options granted during 2001, 2000 and 1999 was
$4.89, $4.25 and $4.71, respectively.

Pro forma net income does not reflect options granted
under the contingent stock option plan as the options will
become exercisable only upon the occurrence of certain
triggering events, the dates of which cannot be determined.

General Bank 401(k) Plan

In 1988, the Bank established a 401(k) Plan in which all
employees of the Bank may elect to enroll each January 1 or
July 1 of every year provided that they have been employed for
at least one year prior to the semi—annual enrollment date.
Effective January 1, 2002, employees may contribute up to
50 percent of their annual base salary up to limits established by
the Internal Revenue Service with the Company matching
100 percent of the employee’s contribution up to 5 percent of
that employee’s base salary. In 2001, 2000 and 1999, the Bank’s
contribution amounted to $414,000, $401,000 and $342,000,

respectively.

Executive Incentive Savings Plan

In 1992, the Board of Directors of the Bank authorized an
Incentive Savings Plan which replaced the Executive Deferred
Compensation Plan established in 1988. Under the plan, if any
bonus or profit sharing award is received during the year by
any vice president or any officer of the Bank ranking above
such position (including officers who are also directors), he or
she 15 allowed to set aside up to 30% of such bonus or profit
sharing award received in the payment year, and the Bank will
contribute additional funds for each participant to pay the
approximate federal income tax for the portion of the bonus or
award so set aside. This arrangement is tied to a paid-up life
insurance program having investment features and the
participant has the right to choose different investment vehicles
for the investment of the portion of the bonus or award set
aside as described above. The Bank has contributed
approximately $334,000, $583,000 and $473,000 to this plan in
2001, 2000 and 1999, respectively.

NOTE 16—FINANCIAL INSTRUMENTS WITH OFF~-
BALANCE SHEET RISK

The consolidated balance sheets do not reflect various
commitments relating to financial instruments which are used
in the normal course of business. These instruments include
commitments to extend credit and letters of credit.
Management does not anticipate that the sectlement of these
financial instruments will have a material adverse effect on the
financial condition or the operations of the Company.

These financial instruments carry various degrees of credit
and market risk. Credit risk is defined as the possibility that a
loss may occur from the failure of another party to perform

according to the terms of the contract. Market risk is the
possibility that future changes in the market price may render
less valuable a financial instrument.

The contractual amounts of commitments to extend credit
and letrers of credit represent the amount of credit risk. Since
many of the commitments and letters of credit are expected to
expire without being drawn upon, the contractual amounts do
not necessarily represent future cash requirements.

Commitments to extend credit are legally binding loan
commitments with fixed expiration dates. They are intended to
be disbursed, subject to certain conditions, upon request of the
borrower. The Bank receives a fee for providing a
commitment. The Bank evaluates each customer’s
creditworthiness on a case—by—case basis. The amount of
collateral obtained, if deemed necessary, by the Bank upon the
extension of credit is based on management’s evaluation.
Collateral held varies but may include accounts receivable,
inventory, property, equipment and real estate. As of
December 31, 2001, the Company’s undisbursed loan
commitments amounted to approximately $584.9 million, of
which $201.8 million related to construction loans. As of
December 31, 2000, the Company’s undisbursed loan
commitments amounted to approximately $526.7 million, of
which $143.4 million related to construction loans. As of
December 31, 2001 and 2000, $127.0 and $152.3 million of
loan commitments were related to a program in which the
Bank and various other minority-owned banks participate for
the granting of credit to large U.S. corporations, all of which
are rated A or better by one or both of the major rating services
at the time of entering into the commitment agreement. All of
the commitments are for one year or less. The Company does
not anticipate funding in the majority of instances.

In addition to loan commitments, the Company is also
committed to meet capital calls to the various partnership
interests of GBC Venture Capital, Inc. As of December 31,
2001 and 2000, these undisbursed commitments totaled
$6.7 million and $8.5 million, respectively. These amounts are
included as part of total undisbursed commitments.

Standby letters of credit are provided to customers to
guarantee their performance, generally in the production of
goods and services or under contractual commitments in the
financial markets, Commercial letters of credit are issued to
customers to facilitate foreign or domestic trade transactions.
They represent a substitution of the Bank’s credit for the
customer’s credit.




The following is a summary of varicus financial
instruments with off-balance sheet risk as of December 31,
2001 and 2000:

December 31,
2001 2000

(In Thousands)

Undisbursed Commitments $592,469 $535,208
Standby Letters of Credit 80,091 108,925
Bill of Lading Guarantees 487 1,118
Commercial Letters of Credit 63,578 70,154

As of December 31, 2001, undisbursed loan commitments
of $584.9 million include commitments to fund fixed-rate loans
and adjustable-rate loans of $36.5 million and $548.4 million,
respectively. As of December 31, 2000, undisbursed loan
commitments of $526.7 million include commitments to fund
fixed-rate loans and adjustable-rate loans of $15.0 million and
$511.7 million, respectively.

NOTE 17—DISCLOSURES ABOUT FAIR VALUE OF
FINANCIAL INSTRUMENTS

The following methods and assumptions were used to
estimate the fair value of each class of financial instruments for _
which it is practicable to make such an estimate:

Cash and due from banks

The carrying amount of cash and due from banks is

considered fair value.

Federal funds sold and securities purchased under agreements to resell

Outstanding amounts under these categories represented
overnight transactions as of December 31, 2001 and 2000 and
are considered to be carried at fair value.

Securities

For securities including securities held-to-maturity, for
trading and available-for-sale, fair values are based on quoted
market prices or dealer quotations. If a quoted market price is
not available, fair value is estimated using quoted market prices
for similar securities.

Loans

Fair values are estimated for portfolios of loans with
similar financial characteristics. These portfolios were then
segmented into fixed and adjustable interest rate classifications.

Adjustable rate loans are considered to be carried at fair
value.

The fair value of fixed rate loans was calculated by
discounting scheduled cash flows through the estimated

maturity using estimated market discount rates that reflect the

credit and interest rate risk inherent in the loan.

The entire allowance for credit losses was applied to
classified loans including non-accruals. Accordingly, they are
considered to be carried at fair value as the allowance for credit
losses represents the estimated discount for credit risk for the
applicable loans.

Assumptions regarding credit risk, cash flows, and discount
rates are judgmentally determined using available market

information and specific borrower information.

Warrants

The fair value of warrants meeting the criteria of a
derivative instrument as defined by SFAS No.133 were
estimated at the individual warrant level by utilizing the Black-
Scholes model.

Deposit liabilities

The fair value of demand deposits, interest bearing
demand, savings accounts, and certain money market deposits is
the amount payable on demand at the reporting date. The fair
value of fixed-maturity certificates of deposits is estimated using
the rates the Bank was offering as of December 31, 2001 and

2000 for deposits of similar remaining maturities.

Borrowings fiom the Federal Home Loan Bank

The fair value of borrowings from the Federal Home
Loan Bank is estimated using a discounted cash flow model.

Subordinated debt

Rates currently available to the Company for debt with
similar terms and remaining maturities are used to estimate the
fair value of subordinated debt.

Accrued interest receivable/payable

Accrued interest receivable and accrued interest payable
are considered to be carried at fair value.

Off-Balatice Sheet Financial Instruments

The fair value of commitments is estimated using the fees
currently charged to enter into similar agreements, taking into
account the remaining terms of the agreements and the present
creditworthiness of the counterparties. For fixed—rate loan
commitments, fair value also considers the difference between
current levels of interest rates and the committed rates. The fair
value of guarantees and letters of credit is based on fees
currently charged for similar agreements or on the estimated
cost to terminate them or otherwise settle the obligations with
the counterparties at the reporting date.




The fair value disclosed hereinafter does not reflect any

would be incurred in an actual sale or settlement are also not

dependent upon subjective estimates of market conditions and

perceived risks of financial instruments at a point in time and

instruments for sale. Potential taxes and other expenses that estimates with changes in assumptions.

premium or discount that could result from offering the involve significant uncertainties resulting in variation in

The estimated fair values of the Company’s financial

reflected in the amounts disclosed. The fair value estimates are instruments are as follows:

2001

2000

Carrying Fair
Amount Value

Carrying
Amount Fair Value

(fn Thousands)

Financial Assets
Cash and Due from Banks
Federal Funds Sold & Securities Purchased Under Agreement to Resell
Securities Available-for-Sale
Securities Held-to-Maturity
Trading Securities
‘Warrants
Loans, net
Accrued Interest Receivable

Financial Liabilities
Deposits

$ 33,034 $ 33,034
90,000 90,000
1,098,989 1,098,989

31 31

1,799 1,799
1,101,633 - 1,111,436
12,436 12,436

1,827,927 1,832,041

$ 40,306 & 40,306

75,000 75,000
855,383 855,383
1,025 968
4,637 4,637
— 1,857
945,512 928,296
13,181 13,181

1,674,569 1,675,037

Borrowing from the Federal Home Loan Bank 252,400 256,306 25,000 24,994
Subordinated Debt 39,269 38,469 39,138 31,938
Accrued Interest Payable 5,272 5,272 4,281 4,281
2001 2000
Contract Fair Contract
Amount Value Amount Fair Value
(In Thousands)
Off-balance Sheet Financial Instruments
Commercial Letters of Credit $ 63,578 $§ 159 § 70,154 § 175
Standby Letters of Credit 80,091 1,364 108,925 1,841
Bill of Lading Guarantees 487 5 1,118 4
Undisbursed Commitments 592,469 6,087 535,208 4,693




NOTE 18—CONDENSED FINANCIAL
INFORMATION OF GBC BANCORP

(PARENT COMPANY)

Condensed balance sheets as of December 31, 2001 and

2000 follow:
December 31,
2001 2000

(Dollars in Thousands)
ASSETS
Due From Bank Subsidiary $ 253 % 890
Investment in Subsidiaries 227,518 221,270
Advance to Bank Subsidiary 12,000 2,900
Other Assets 7,912 3,730

Total Assets $247,683 $228,790
LIABILITIES AND

STOCKHOLDERS EQUITY
Dividends Payable $ 1,389 § 1,163
Other Liabilities 707 707
Subordinated Debt 39,269 39,138

Total Liabilities 41,365 41,008
STOCKHOLDERS’ EQUITY
Common stock, No Par Value or

Stated Value; 40,000,000 Shares

Authorized; 11,574,329 and

11,628,734 Shares Outstanding at

December 31, 2001 and 2000,

respectively 73,789 63,625
Retained Earnings 124,186 114,257
Accumulated Other Comprehensive

Income 8,343 9,900

Total Stockholders’ Equity 206,318 187,782

Total Liabilities and Stockholders’

Equity $247,683 $228,790

Condensed statements of income for the year ended
December 31, 2001, 2000 and 1999 follow:

For the Year Ended
December 31,

2001 2000 1999

(Dollars In Thousands)

Interest Income from Bank
Subsidiary

Dividends Received from
Subsidiaries

Other Income

Total Income
Interest Expense

Non-Interest Expense

Total Expense
Income Before Income Taxes
Benefit for Income Taxes

Income Before Equity in
Undistributed Earnings of
Subsidiaries

Equity in Undistributed
Earnings of Subsidiaries

Net Income

$ 231 $§ 333 § 1,058
26,795 17,012 20,034
2 — —
27,028 17,345 21,092
3,481 3481 3481
200 196 135
3,681 3677 3616
23,347 13,668 17,476
(1,450)  (1,406) (1,075)
24,797 15,074 18,551
7,805 23,402 11,437

$32,602 $38,476 $29,988




Condensed statements of cash flows for the year ended

December 31, 2001, 2000 and 1999 follow:

For the Year Ended
December 31,

2001 2000 1999

(In Thousands)
OPERATING

ACTIVITIES
Net Income $ 32,602 $38476 $ 29,988
Adjustments to Reconcile

Net Income to Net Cash

Provided by Operating

Activities

Accretion of Discount on

Subordinated Debt 131 131 131
Net (Increase)/Decrease
in Other Assets (241) (C2)) 1,088

Equity in Undistributed

Earnings of Subsidiaries (7,805) (23,402) (11,437)
Net Increase/(Decrease)

in Other Liabilities — — (13)

Net Cash Provided by
Operating Activities 24,687 15,114 19,757

INVESTING ACTIVITIES
Net (Increase)/Decrease of
Investment in Subsidiaries (9,100) (12,329) 31,058
Net Cash (Used in)

Provided by
Investing Activities (9,100) (12,329) 31,058
FINANCING
ACTIVITIES
Cash Dividends Paid (5,369)  (4,387)  (4,025)

Proceeds from Exercise of
Stock Options and

Issuance of Stock 6,222 5,376 664
Payment to Repurchase
Common Stock (17,077)  (3,732)  (46,817)

Net Cash Used in
Financing Activities (16,224) (2,743)  (50,178)

Net Change in Due from

Bank (637) 42 637
Due from Bank at
Beginning of Year 890 848 211

Due from Bank at End
of Year $ 253 % 890 § 848

Supplemental Disclosures of
Cash Flow Information:
Cash Paid (Received)
During the Year for:
Interest $ 3,350 $ 3,350 § 3,350

Income Tax Refunds $ (1,406) $ (1,075) § (436)

NOTE 19—REGULATORY MATTERS

The Bank is subject to various regulatory capital
requirements imposed by the federal banking agencies. Failure
to meet minimum capital requirements can initiate certain
mandatory—and possibly additional discretionary—actions by
regulators that, if undertaken, could have a direct material
effect on the Bank’s financial statements. Under capital
adequacy guidelines and the regulatory framework for prompt
corrective action, the Bank must meet specific capital
guidelines that involve quantitative measures of the Bank’s
assets, liabilities, and certain off-balance sheet items as
calculated under regulatory accounting practices. The Bank’s
capital amounts and classification are also subject to qualitative
judgments by the regulators about components, risk
weightings, and other factors.

Qualitative measures established by regulation to ensure
capital adequacy require the Bank to maintain minimum
amounts and ratios of total and Tier 1 capital to risk-weighted
assets, and of Tier 1 capital to average assets. Management
believes that as of December 31, 2001 the Bank meets all
capital adequacy requirements to which it is subjected.

As of December 31, 2001 and 2000, the most recent
notification from the Federal Deposit Insurance Corporation
categorized the Bank as well capitalized under the regulatory
framework for prompt corrective action. To be categorized as
well capitalized, the Bank must maintain minimum total risk-
based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in
the table below. There are no conditions or events since the
most recent notification that managemenc believes would
change the institution’s category.




A “well capitalized” institution is one with capital ratios as
shown in the following table. As of December 31, 2001, Tier 1
risk based capital, total risk based and leverage ratios for both

the Company and the Bank exceeded the “well capitalized”

ratio requirements as follows:

GBC Bancorp General Bank ggg&ﬁg?y Ca;)i(i:llilzed
Amount  Ratio Amount  Ratio Requirements Requirements
(Dollars in Thousands)
Tier 1 £196,227 10.70% $207,010 11.38% 4% 6%
Total $258,428 14.09% $229,766 12.63% 8% 10%
Leverage Ratio $196,227 8.73% $207,010 9.25% 4% 5%

As of December 31, 2000, Tier 1 risk based capital, total

the Bank exceeded the “well capitalized” ratio requirements as

risk based capital and leverage ratios for both the Company and follows:
GBC Bancorp General Bank Ilzlel;&?;:g?y Ca;)i(:aellilzed
Amount  Ratio Amount Ratio  Requirements Requirements
(Dollars in Thousands)
Tier 1 $177,876  10.23% $190,227 11.13% 4% 6%
Total $239,088 13.75% $209,652 12.26% 8% 10%
Leverage Ratio $177,876 8.96% $190,227 9.63% 4% 5%

The Financial Code of the State of California provides
that dividends paid by the Bank in any one year may not
exceed the lesser of the Bank’s undivided profits or the net
income for the prior three years, less cash distributions to
stockholders during such period. As of December 31, 2001,
approximately $45.5 million of undivided profits of the Bank
are available for dividends to the Company, subject to the
subordinated debt covenant restrictions.

NOTE 20—OTHER NON-INTEREST EXPENSE

Components of other non—interest expense in excess of
1% of the sum of total interest income and non—interest
income for each period were as follows:

2001 2000 1999

(In Thousands)
Office Supplies and

Communication Expense $1,773 $ 1,730 $1,644
Professional Services Expense 2,894 1,933 1,592
Real Estate Investment Expense 1,697 1,697 1,512
Litigation Settlement Expense 558 2,410 49
Other 2,860 2,370 2,375

Total $9,782 $10,140 §$7,172




NOTE 21—QUARTERLY RESULTS OF OPERATIONS (Unaudited)

Three Months Ended in 2001
March 31 June 30 Sept. 30 Dec. 31

(In Thousands, except Per Share Data)
Interest Income

Interest Expense

Net Interest Income
Provision for Credit Losses

Income Before Income Taxes and Cumulative Effect of a Change in Accounting

Principle
Net Income
Earnings Per Share—Basic
Earnings Per Share—Diluted

$39,658  $39.652 $39,197 836,971
18,618 17,271 16,437 14,226
21,040 22,381 22,760 22,745

6,000 1,800 6,000 6,300

3,468 14,463 14,885 9,374
7,347 8,805 9,764 6,686
0.62 0.75 0.84 0.58
0.61 0.75 0.84 0.58

Three Months Ended in 2000
March 31 June 30  Sept. 30 Dec. 31

(In Thousands, except Per Share Data)
Interest Income

Interest Expense

Net Interest Income
Provision for Credit Losses
Income Before Income Taxes
Net Income

Earnings Per Share—Basic
Earnings Per Share—Diluted

NOTE 22—OTHER MATTERS

On October 11, 2001, General Bank and Liberty Bank
and Trust Co. of Boston (“Liberty”) announced the approval
by their respective boards of directors of an agreement for
General Bank to acquire all the outstanding shares of Liberty.
Liberty is a state chartered commercial bank operating two
branches in Boston with combined total assets of $37.1 million

§35,758  $41,870 $42,065 $43,428
16,092 18,347 19,858 20,382
19,666 23,523 22,207 23,046

— (1,500) 1,000 1,700
17,628 21,177 16,306 7,025
10,848 12,877 10,072 4,679

0.94 1.12 0.87 0.40
0.92 1.10 0.85 0.39
as of December 31, 2001. The purpose of the acquisition is to 39

expand the Bank’s banking activities to the major Asian-
American markets in the country. The acquisition has been
approved by the appropriate regulatory agencies and the
transaction consummated on February 28, 2002, at a cost of
$11.9 million.




INDEPENDENT AUDITORS’ REPORT

The Board of Directors
GBC Bancorp and Subsidiaries:

We have audited the accompanying consolidated balance sheet of GBC Bancorp and subsidiaries (the Company) as of
December 31, 2001, and the related consolidated statements of income, changes in stockholders’ equity and comprehensive income,
and cash flows for the year then ended. These consolidated financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these consolidated financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the 2001 consolidated financial statements referred to above present fairly, in all material respects, the financial
position of the Company as of December 31, 2001, and the results of their operations and their cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of America.

As discussed in note 1 to the consolidated financial statements, the Company changed its method of accounting for derivative

instruments and hedging activities in 2001.
/s/  KPMG LLP

Los Angeles, California

January 17, 2002,
except as to note 22
to the consolidated financial statements,
which is as of February 28, 2002.




INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
GBC Bancorp and Subsidiaries
Los Angeles, California:

We have audited the accompanying consolidated balance sheet of GBC Bancorp and subsidiaries (the "Company™) as of
December 31, 2000, and the related consolidated statements of income, changes in stockholders’ equity, and cash flows for each of the
two years in the period ended December 31, 2000. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the
Company as of December 31, 2000, and the results of its operations and its cash flows for each of the two years in the period ended
December 31, 2000, in conformity with accounting principles generally accepted in the United States of America.

/s/  Deloitte & Touche LLP

Los Angeles, California
January 19, 2001
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